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Golf  is  Timeless 


«  • 


A  dialogue  between  decades. 

o 


One  generation  pursues  the 
achievements  of  another. 

The  past  is  the  present  is  the  future. 

Populated  by  legends, 
near-legends  and  near  misses. 


We  see  them  come.  And  then, 
invariably,  we  see  them  go. 

But  the  game  goes  on  forever. 


And  we  never  miss  a  single  minute. 


Forever  Golf. 


# 


ROLEX 


To  find  out  why  Frederick  Forsyth  is  a  fan  visit  mandarinoriental.com  ATLANTA  •  BANGKOK  •  BARCELONA  •  BODRUM  •  BOSTON  •  GENEVA  •  GUANGZHOU  •  HONG  KONG  •  JAKARTA  •  KUALA  LUMPUR  •  LAS  VEGAS 


LONDON  •  MACAU  ■  MANILA  •  MIAMI  •  MUNICH  •  NEW  YORK  •  PARIS  •  PRAGUE  •  SAN  FRANCISCO  •  SANYA  •  SHANGHAI  •  SINGAPORE  •  TAIPEI  •  TOKYO  •  WASHINGTON  D.C. 


Contents 


The  Economist  July  5th  2014 


5 


On  the  cover 


A  civilisation  in  ruins,  and 
only  the  Arabs  can  rebuild  it: 
leader,  page  9.  The  failures  of 
the  Arab  spring  were  a  long 
time  in  the  making,  pages 
20-22.  The  birth  of  the 
caliphate  and  the  struggle 
against  it,  page  40.  The  murder 
of  three  kidnapped  Israeli 
youths  and  a  dangerous  new 
spate  of  violence  across  the 
Palestinian  territories,  page  39 


The  Economist  online 

Daily  analysis  and  opinion  from 
our  19  blogs,  plus  audio  and  video 
content,  debates  and  a  daily  chart 

Economist.com/blogs 

E-mail:  newsletters  and 
mobile  edition 

Economist.com/email 

Print  edition:  available  online  by 
7pm  London  time  each  Thursday 

Economist.com/print 

Audio  edition:  available  online 
to  download  each  Friday 

Economist.com/audioedition 


The 

Economist 


Volume  412  Number  8894 

Published  since  September  1843 

to  take  partin  "a  severe  contest  between 
intelligence,  which  pressesforward,  and 
an  unworthy,  timid  ignorance  obstructing 
our  progress. " 

Editorial  offices  in  London  and  also: 

Atlanta,  Beijing,  Berlin,  Brussels,  Cairo, 
Chicago,  Hong  Kong,  Johannesburg,  Lima, 
Los  Angeles,  Mexico  City,  Moscow,  New  Delhi, 
New  York,  Paris,  San  Francisco,  Sao  Paulo, 
Singapore,  Tokyo,  Washington  DC 


7  The  world  this  week 


Leaders 

9  The  Middle  East 

The  tragedy  of  the  Arabs 

10  Indonesia's  presidential 
election 

Competing  visions 

12  BNP  Paribas  in  the  dock 

No  way  to  treat  a  criminal 

12  Bretton  Woods 

The  70-year  itch 

14  America's  licence  Raj 

Unshackle  the 
entrepreneurs 


Letters 

15  On  Amazon,  Sweden, 
teaching,  city  planning, 
Chinese 


Briefing 

20  The  Arab  world 

Tethered  by  history 


United  States 

23  The  best  and  worst  states 
for  small  business 

Red  tape  blues 

24  The  Supreme  Court 

Pills,  unions  and 
presidential  power 

25  Hobby  Lobby 

Who  pays  for  birth  control? 

26  Puerto  Rico's  debt  crisis 

Storms  ahead 

26  Rhode  Island  politics 

New  England's  armpit 

27  PorcFest 

The  plot  to  free  New 
Hampshire 

27  Nudist  travel 

Beach  bums 

28  Lexington 

Obama  the  Queen  Bee 


The  Americas 

29  Mexico's  reforms 

The  power  and  the  glory 

30  Canada's  First  Nations 

The  atlas  of  King  George 

31  Bello 

Teenage  Argentina 


Asia 

32  Indonesia's  election 

Knife's  edge 

33  Indian  politics 

Waiting  for  the  Modi  mojo 

34  Taiwan  and  China 

Say  cheese 

34  Japan's  security 

Clear  and  present  dangers 

35  Teaching  history 
Textbook  cases,  Chapter  10 

36  Popular  culture  in  Japan 

Bilious 


China 

37  Hong  Kong's  politics 

Fighting  for  their  future 

38  Regional  diplomacy 

Balancing  act 

38  Anti-corruption  drive 

Chairman  of  everything 


Middle  East  and  Africa 

39  Israelis  and  Palestinians 

A  vicious  circle  speeds  up 

40  The  war  for  Iraq 

Every  sort  of  battle 

41  South  Sudan 

Can  ethnic  differences  be 
overcome? 


Europe 

42  Ukraine  and  Russia 

War  by  any  other  name 

43  France's  presidency 

Sarkozy  held 

44  Italy's  illegal  immigrants 

Tidal  wave 

44  German  schools 

The  Gymnasium  revolt 

45  Turkey  and  the  Kurds 

Dreams  of  Kurdistan 

46  Charlemagne 

Loosening  the  union 


Britain 

47  The  Conservatives 

Out  of  the  mire 

48  Carbon  capture 

Pipe  dreams 

49  Bagehot 

Chuka  Obama 


America's  licence  Raj  Why 

politicians  across  the  country 
should  cut  red  tape:  leader, 
page  14.  Small  businesses  in 
America  fret  less  about  taxes 
than  about  over-regulation, 
page  23 


Ukraine  Russia  has,  in  effect, 
a Iready  i nvaded  the  eastern 
part  of  the  country.  Howthe 
West  will  respond,  page  42 


Indonesia  Why  Joko  Widodo 
deserves  to  win  the 
presidency:  leader,  page  10. 
The  presidential  race  has 
tightened  as  it  closes.  Voters 
will  choose  between  two 
markedly  different  candidates, 
page  32.  In  Hong  Kong  the 
battle  is  over  what  sort  of 
election  to  have,  page  37 


►►  Contents  continues  overleaf 


6 


Contents 


The  Economist  July  5th  2014 


I  Bank  settlements 

With  US  authorities,  $bn 


2009  10  11  12  13  14* 

Source:  Financial  Times  *To  July  2nd 


BNP  Paribas  America  should 
be  lauded  for  punishing  errant 
banks,  but  its  legal  system  is 
too  close  to  an  extortion 
racket:  leader,  page  12.  France's 
largest  bank  gets  fined  for 
evading  sanctions  on  Sudan, 
page  58 


Cabling  Africa  How  a  dogged 
firm  with  roots  in  Zimbabwe 
has  broughtfast  broadband  to 
landlocked  parts  of  the 
continent,  page  52 


Revenge  porn  How  should  the 
publication  of  explicitimages 
without  their  subjects' 
consent  be  punished? 
Different  countries  have 
different  answers,  page  50 


International 

50  Revenge  porn 

Misery  merchants 

51  Austerity  and  health  care 

Laying  down  the  scalpel 


Business 

52  Cabling  Africa's  interior 

Many  rivers  to  cross 

53  Corporate  governance 

Poison  pills'  return 

54  BlaBlaCar 

Sharing  a  la  frangaise 

54  Israel's  conglomerates 

Danknersinthedock 

55  Clothes  retailing 

Spain's  dedicated 
followers  of  fast  fashion 

56  Schumpeter 

The  holes  in  holacracy 


Finance  and  economics 

57  The  global  monetary 
system 

Not  floating,  but  flailing 

58  BNP  Paribas 

Capital  punishment 

59  Buttonwood 

Tricky  trilemmas 

60  Thailand's  economy 

Post-coup  blues 

60  Forecasting  the  present 

Taking  the  economic  pulse 

61  Corporate  spending 

The  Capex  drought 

61  Green  bonds 

A  blooming  market 

62  Bulgarian  banks 

Digital  rumours 

63  Free  exchange 

The  trouble  with  Exlm 
banks 


Science  and  technology 

64  Monitoring  Earth 

Gaia's  breath 

65  Tibetan  genetics 

Life  at  the  top 

65  Genetics  and  music 

Practice  may  not  make 
perfect 

66  The  Antikythera 
mechanism 

Mk-II? 


Books  and  arts 

67  Richard  Flanagan 

Remembrance 

68  Latin  American  football 

Golazo! 

68  Human  evolution 

Shaped  by  water 

69  Edmund  Burke 

Freedom  fighter 


Business  books  quarterly 

70  Roadside  MBA 

Small  ideas,  perfectly 
formed 

71  Commercial  property 

Build  it  up 

71  Commodity  traders 

Secret  club 

72  Fairtrade 

Benefiting  the  rich 


76  Economic  and  financial 
indicators 

Statistics  on  42 
economies,  plus  our 
monthly  poll  of  forecasters 


Obituary 

78  Felix  Dennis 

Hedonist  and  media 
magnate 


Next  week 

We  publish  a  special  report 
on  cyber-security.  Companies, 
markets  and  countries  are 
increasingly  under  attack 
from  cyber-criminals, 
hacktivists  and  spies.  They 
need  to  get  much  better  at 
protecting  themselves,  says 
Martin  Giles 


Subscription  service 

for  our  latest  subscription  offers,  visit 

Economist.com/offers 

For  subscription  service,  please  contact  by 

telephone,  fax,  web  or  mail  at  the  details 

provided  below: 

Telephone:  1800  456  6086  (from  outside 
the  US  and  Canada,  1  636  449  5702) 
Facsimile:  1 866  856  8075  (from  outside 

the  US  and  Canada,  1  636  449  5703) 

Web:  Economistsubs.com 

E-mail:  customerhelp@economist.com 

Post:  The  Economist  Subscription 

Services,  P.O.  Box  46978, 

St.  Louis,  MO  63146-6978,  USA 
Subscription  for  1  year  (51  issues) 

United  States  US$160 

Canada  CNS165 

Latin  America  US$338 


Principal  commercial  offices: 

25  Stlames's  Street,  London  swia  Ihg 
Tel:  020  7830  7000 
Ruedel'Athenee32 
1206  Geneva,  Switzerland 
Tel:  41 22  566  2470 

750  3rd  Avenue,  5th  Floor,  New  York,  NY  10017 
Tel:  1212  5410500 

6o/F  Central  Plaza 

18  Harbour  Road,  Wanchai,  Hong  Kong 
Tel:  852  2585  3888 

Other  commercial  offices: 

Chicago,  Dubai,  Frankfurt,  Los  Angeles, 

Paris,  San  Francisco  and  Singapore 


PEFC  certified 

This  copy  of  The  Economist  ■ 
is  printed  on  paper  sourced 
from  sustainably  managed 
forests  certified  to  PEFC 
PEFC/29-31-58  www.pefc.org 

(^recycle 


©  2014  The  Economist  Newspaper  Limited.  All  rights  reserved.  Neither  this  publication  nor  any  part  of  it  may  be  reproduced,  stored  in  a  retrieval  system,  or  transmitted  in  any  form  or  by  any  means,  electronic,  mechanical  photocopvinq  recordina  or 
otherwise,  without  the  prior  permission  of  The  Economist  Newspaper  Limited.  The  Economist  (ISSN  0013-0613)  is  published  every  week,  except  for  a  year-end  double  issue,  by  The  Economist  Newspaper  Limited,  750  3rd  Avenue,  5th  Floor  New  York  NY  10017 
The  Economists  a  registered  trademark  of  The  Economist  Newspaper  Limited.  Periodicals  postage  paid  at  New  York,  NY  and  additional  mailing  offices.  Postmaster:  Send  address  changes  to  The  Economist,  P.O.  Box  46978,  St.  Louis  MO  63146-6978  USA 
Canada  Post  publications  mail  (Canadian  distribution)  sales  agreement  no.  40012331.  Return  undeliverable  Canadian  addresses  to  The  Economist,  PO  Box  7258  STN  A,  Toronto,  ON  M5W 1X9.  GST  R123236267.  Printed  by  Quad/Graphics,  Hartford,  WI.  53027 


PEFC 


The  world  this  week 


The  Economist  July  5th  2014 


7 


Politics 


The  Islamic  State  of  Iraq  and 
Greater  Syria  (isis),  which 
conquered  swathes  of  north¬ 
ern  and  western  Iraq  in  the 
past  few  weeks,  declared  a 
caliphate  over  the  wider 
region  (and  eventually  the 
world)  and  changed  its  name 
simply  to  the  Islamic  State.  The 
armed  forces  defending  the 
government  in  Baghdad 
sought  to  take  back  or  secure 
key  towns  just  to  the  north  of 
the  capital,  including  Tikrit. 

The  bodies  of  three  missing 
Israeli  teenagers  were  found  in 
a  field  near  Hebron.  Israel 
blames  Hamas  for  their  mur¬ 
der,  which  the  Palestinian 
militant  group  denies.  Two 
days  later  a  Palestinian  teen¬ 
ager  was  murdered  in  an  ap¬ 
parent  revenge  attack,  sparking 
clashes  between  Palestinian 
youths  and  Israeli  security 
forces.  With  the  increase  in 
tension  threatening  to  spiral 
out  of  control,  America  called 
for  calm  on  both  sides. 

Libya’s  government  said  it  had 
reached  agreement  with  rebel 
leaders  in  the  east  of  the  coun¬ 
try  to  return  two  oil  terminals 
that  had  been  captured  last 
year.  Their  seizure  had  hurt 
Libya’s  oil  exports. 

The  World  Health  Organisa¬ 
tion  called  a  meeting  with  n 
African  countries  to  co-ordi¬ 
nate  a  response  to  an  outbreak 
of  the  Ebola  disease.  Most  of 
the  760  cases  reported  so  far 
have  been  in  Guinea. 

Report  card 

America’s  Supreme  Court 
ended  its  term  with  the  usual 
flurry  of  judgments.  In  a  blow 
to  Obamacare,  it  decided  that 
the  owners  of  closely  held 


businesses  do  not  have  to  pay 
for  certain  contraceptives  for 
their  staff  if  they  object  on 
religious  grounds;  it  sided  with 
anti-abortion  protesters  by 
striking  down  a  state  law  that 
created  35-foot  buffer  zones 
outside  abortion  clinics;  and  it 
ruled  that  Barack  Obama  had 
exceeded  his  authority  by 
making  appointments  to  a 
federal  agency  when  the  Sen¬ 
ate  was  on  break.  All  in  all,  it 
has  been  a  bad  end-of-term 
card  for  the  administration. 

Ahmed  Abu  Khattala,  who  is 
suspected  of  organising  the 
attack  by  militants  in  Benghazi 
that  killed  the  American  am¬ 
bassador  in  2012,  pleaded  not 
guilty  to  the  charge  at  a  federal 
court  in  Washington.  He  was 
captured  in  Libya  by  American 
special  forces  in  mid-June. 

Armed  forces 

Japan  took  a  step  away  from 
its  post-war  pacifism  by  ending 
a  ban  that  stopped  it  from 
coming  to  the  aid  of  allies.  The 
move  will  widen  Japan’s 
military  options  by  allowing 
its  troops  to  assist  a  friendly 
country  under  attack.  It  also 
relaxes  limits  on  its  activities  in 
UN-led  peacekeeping  oper¬ 
ations.  China  was  not  pleased. 


Around  500  pro-democracy 
protesters  were  arrested  in 
Hong  Kong  for  holding  a  sit-in 
in  the  business  district.  Earlier, 
hundreds  of  thousands  of 
demonstrators  marched  in  the 
territory’s  largest  democracy 
rally  in  a  decade  to  demand 
full  electoral  freedom.  More 
than  800,000  people  had 
voted  in  an  informal  referen¬ 
dum  in  support  of  universal 
suffrage  in  the  territory. 


On  his  visit  to  Taiwan  Zhang 
Zhijun,  the  head  of  China’s 
Taiwan  Affairs  Office,  met  the 


mayor  of  Kaohsiung,  a  promi¬ 
nent  member  of  Taiwan’s 
opposition  party,  the  dpp,  that 
has  long  supported  Taiwanese 
independence.  Mr  Zhang’s 
visit  suggests  China  may  be 
preparing  to  deal  with  a  pos¬ 
sible  dpp  government  after 
elections  in  2016. 

China’s  president,  Xi  Jinping, 
arrived  in  South  Korea  for  a 
state  visit.  TVade  between  the 
two  passed  $229  billion  last 
year,  but  Mr  Xi  has  raised 
eyebrows  by  travelling  to 
South  Korea  before  visiting 
North  Korea,  China’s  ally. 

North  Korea  said  it  would  put 
two  American  men  on  trial  for 
“committing  hostile  acts”.  Both 
men  entered  the  country  on 
tourist  visas.  One  was  reported 
to  have  been  arrested  after 
leaving  a  Bible  in  a  hotel. 

Cameron  bulldozed 

European  leaders  made  concil¬ 
iatory  overtures  to  Britain  after 
they  chose  Jean-Claude 
Juncker  as  the  next  president 
of  the  European  Commission. 
In  the  end  Britain  could  muster 
the  support  of  only  one  other 
country-Hungary-to  vote 
against  him.  David  Cameron, 
the  British  prime  minister,  was 
said  to  have  done  himself  no 
favours  by  leading  the  charge 
against  Mr  Juncker  as  an  arch¬ 
federalist,  though  he  won 
plaudits  at  home  for  taking  a 
principled,  if  losing,  position. 

Nicolas  Sarkozy  was  ques¬ 
tioned  by  anti-corruption 
police  and  formally  placed 
under  investigation  for  trying 
to  obtain  information  illegally 
about  a  campaign-finance 
case.  The  former  French  presi¬ 
dent  is  preparing  a  political 
comeback.  In  a  television 
interview  he  described  the 
accusations  as  “grotesque”  and 
suggested  they  were  the  politi¬ 
cally  motivated  actions  of  a 
left-leaning  judiciary. 

The  European  Union  and 
America  threatened  to 
toughen  sanctions  against 
Russia  unless  it  reins  in  the 
separatists  in  eastern  Ukraine. 
Petro  Poroshenko,  the  new 
Ukrainian  president,  ended  a 
unilateral  ceasefire  with  the 


pro-Russian  rebels.  Earlier  the 
eu  signed  partnership  agree¬ 
ments  with  Ukraine,  Georgia 
and  Moldova.  It  was  the  dis¬ 
carding  of  a  similar  pact  by  the 
previous  Ukrainian  govern¬ 
ment  that  prompted  last  win¬ 
ter’s  protests  in  Kiev. 

At  least  115  migrants  died 
trying  to  cross  the  Mediterra¬ 
nean  to  Europe  from  north 
Africa.  Around  5,000  people 
were  picked  up  by  border- 
patrol  boats  on  June  28th  and 
29th,  the  busiest  weekend  of 
the  year  so  far. 

Recep  Tayyip  Erdogan, 
Turkey’s  term-limited  prime 
minister,  launched  his  cam¬ 
paign  to  become  president. 
The  presidency  has  hitherto 
been  a  less  powerful  position, 
but  Mr  Erdogan  promises  that 
it  is  “not  a  place  to  rest”. 


Currency  charges 


Amado  Boudou,  Argentina’s 
vice-president,  was  charged  in 
a  corruption  case.  He  is  ac¬ 
cused  of  abusing  his  power 
when  he  was  minister  of  the 
economy  to  gain  control  of  a 
firm  that  prints  Argentine  bank 
notes.  If  convicted  he  faces  up 
to  six  years  in  jail.  He  denies  all 
wrongdoing. 

In  a  landmark  case  Canada’s 
Supreme  Court  granted  title 
over  an  area  of  British  Colum¬ 
bia  to  a  First  Nations  (indige¬ 
nous  Indian)  community.  The 
ruling  may  complicate  natural- 
resource  projects  in  the  prov¬ 
ince  and  beyond. 

Venezuela  restored  dip¬ 
lomatic  ties  with  Panama, 
following  the  inauguration  of 
Juan  Carlos  Varela  as  Panama’s 
new  president.  The  Venezue¬ 
lans  accused  his  predecessor 
of  being  a  “lackey”  of  the 
United  States.  ►► 
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American  regulators  slapped  a 
$9  billion  fine  on  bnp  Paribas, 
the  biggest  bank  in  France,  for 
violating  American  sanctions 
when  it  processed  transactions 
through  New  York  on  behalf  of 
clients  in  Sudan,  Cuba  and 
Iran.  The  bulk  of  the  payments 
related  to  Sudanese  assets, 
including  some  held  by  the 
government,  around  the  time 
of  the  conflict  in  Darfur.  The 
penalty  is  the  biggest  imposed 
on  a  bank  for  breaking  sanc¬ 
tions,  though  the  scale  of  the 
fine  in  relation  to  the  value  of 
the  transactions  is  smaller 
than  that  meted  out  in  some 
previous  cases,  such  as  against 
Standard  Chartered. 

Sterling  performance 

I  The  pound  against  the  dollar 

$per£ 

1.72 
1.70 
1.68 
1.66 
1.64 
1.62 

| _ i _ i _ i _ i _ i _ > 

Jan  Feb  Mar  Apr  May  Jun  Jul 
2014 

Source:  Thomson  Reuters 

The  pound  rose  to  its  highest 
level  against  the  dollar  since 
October  2008,  propelled  by 
more  positive  data  on  the 
British  economy  that  suggest 
the  Bank  of  England  will  raise 
interest  rates  later  this  year. 

Sweden’s  central  bank  made  a 
hefty  cut  to  interest  rates, 
reducing  its  benchmark  rate  by 
half  a  percentage  point  to 
0.25%.  Sweden  is  trying  to 
stave  off  deflation.  The  size  of 
the  cut  surprised  the  markets 
and  caused  the  Swedish  krona 
to  fall  heavily  in  early  trading. 

The  European  Union  provided 
a  $2.3  billion  credit  line  to 
support  Bulgaria’s  banks, 
after  a  digital  whispering 
campaign  urged  investors  to 
withdraw  their  money, 
prompting  a  bank  run.  Jittery 
depositors  withdrew  $550m 
from  one  bank  in  a  matter  of 
hours.  The  central  bank  de¬ 
scribed  the  campaign  as  an 
attempt  “to  destabilise  the 
state  by  means  of  an  organised 


attack”.  The  imf  reported  only 
last  month  that  Bulgaria’s 
banks  are  “stable  and  liquid”. 

Jamie  Dimon  announced  that 
he  has  throat  cancer,  though  it 
is  curable  and  he  will  undergo 
radiation  and  chemotherapy 
treatment.  The  58-year-old 
boss  of  JPMorgan  Chase, 
which  has  rarely  been  out  of 
the  headlines  over  the  past  few 
years,  made  the  announce¬ 
ment  on  the  tenth  anniversary 
of  his  joining  the  bank. 

Puerto  Rico’s  government 
unnerved  investors  in  Ameri¬ 
ca’s  municipal-bond  market  by 
signing  a  law  that  allows  its 
heavily  indebted  public  util¬ 
ities  to  negotiate  with  bond¬ 
holders  about  restructuring 
debt.  In  response  Moody’s  cut 
the  island’s  credit  rating,  warn¬ 
ing  that  the  law  signals  “a  new 
preference  for  shifting  fiscal 
pressures  to  creditors”  that 
could  lead  to  defaults. 

General  Motors  recalled 
another  8.2m  cars  because  of 
malfunctioning  ignition 
switches.  The  models  in  this 
recall  may  be  linked  to  crashes 
that  caused  three  deaths, 
bringing  the  total  fatalities  that 
gm  acknowledges  may  be 
connected  to  the  fault  to  16.  The 
company  knew  about  the 
problem  as  far  back  as  2001. 


The  bribery  allegations  swirl¬ 
ing  around  GlaxoSmithKline 
in  China  took  a  salacious  twist 
when  it  emerged  that  the  drug 
company’s  senior  executives 
were  sent  a  covertly  filmed 
videotape  last  year  of  Mark 
Reilly,  the  former  head  of  gsk’s 
Chinese  operations,  having 
sex  with  his  girlfriend  in 
Shanghai.  The  tape  was  made 
three  months  before  China 
announced  its  probe.  A  private 
investigator  and  his  wife  who 
were  hired  to  find  out  who  had 
filmed  it  have  been  charged  in 
China  with  illegally  obtaining 
information  on  citizens. 

The  wings  of  a  Dov 

Dov  Charney,  the  founder  and 
former  boss  of  American 
Apparel,  responded  to  his 
sacking  by  increasing  his  stake 
in  the  clothing  retailer  from 
27%  to  around  43%.  The  board, 
reportedly  weary  of  allega¬ 
tions  about  Mr  Charney’s 
libidinous  behaviour,  re¬ 
moved  him  as  chief  executive 
last  month.  It  has  also  adopted 
a  poison-pill  defence  designed 
to  prevent  him  from  gaining 
control  of  the  company. 

In  a  closely  watched  test  case 
that  could  trigger  more  consoli¬ 
dation  in  Europe’s  telecoms 
industry,  the  European  Com¬ 
mission  approved  an  €8.6 
billion  ($11.7  billion)  takeover 


of  Germany’s  E-Plus  mobile 
network  by  Spain’s  Telefon¬ 
ica.  The  takeover  is  subject  to 
Telefonica  selling  30%  of  the 
combined  company’s  spec¬ 
trum  to  rivals,  but  it  neverthe¬ 
less  reduces  the  number  of 
German  mobile  operators  to 
three;  regulators  have  said  a 
country  needs  at  least  four  to 
provide  healthy  competition. 

Creepy 

News  that  Facebook  had  run 
an  experiment  to  manipulate 
its  users’  emotions  without 
their  knowledge  provoked 
fury.  Researchers  at  the  social 
network  modified  690,000 
users’  accounts  for  a  week  in 
2012  to  give  greater  promi¬ 
nence  to  either  sad  or  uplifting 
news  from  friends,  and  record¬ 
ed  the  responses.  One  result 
was  this  week’s  negative  head¬ 
lines,  prompting  Facebook’s 
lead  researcher  to  admit  that 
the  experiment  “may  not  have 
justified  all  this  anxiety”. 

Google  bolstered  its  new 
forthcoming  music  subscrip¬ 
tion  services  by  buying 
Songza,  a  digital-music  startup 
that  tailors  its  offerings  to  a 
user’s  location,  such  as  work  or 
home,  and  is  even  attuned  to 
local  weather  conditions. 


Other  economic  data  and  news 
can  be  found  on  pages  76-77 
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The  tragedy  of  the  Arabs 


A  civilisation  that  used  to  lead  the  world  is  in  ruins— and  only  the  locals  can  rebuild  it 


A  THOUSAND  years  ago,  the 
great  cities  of  Baghdad,  Da¬ 
mascus  and  Cairo  took  turns  to 
race  ahead  of  the  Western 
world.  Islam  and  innovation 
were  twins.  The  various  Arab 
caliphates  were  dynamic  super¬ 
powers— beacons  of  learning, 
tolerance  and  trade.  Yet  today  the  Arabs  are  in  a  wretched  state. 
Even  as  Asia,  Latin  America  and  Africa  advance,  the  Middle 
East  is  held  back  by  despotism  and  convulsed  by  war. 

Hopes  soared  three  years  ago,  when  a  wave  of  unrest  across 
the  region  led  to  the  overthrow  of  four  dictators-in  Tunisia, 
Egypt,  Libya  and  Yemen-and  to  a  clamour  for  change  else¬ 
where,  notably  in  Syria.  But  the  Arab  spring’s  fruit  has  rotted 
into  renewed  autocracy  and  war.  Both  engender  misery  and 
fanaticism  that  today  threaten  the  wider  world. 

Why  Arab  countries  have  so  miserably  failed  to  create  de¬ 
mocracy,  happiness  or  (aside  from  the  windfall  of  oil)  wealth 
for  their  350m  people  is  one  of  the  great  questions  of  our  time. 
What  makes  Arab  society  susceptible  to  vile  regimes  and  fa¬ 
natics  bent  on  destroying  them  (and  their  perceived  allies  in 
the  West)?  No  one  suggests  that  the  Arabs  as  a  people  lack  tal¬ 
ent  or  suffer  from  some  pathological  antipathy  to  democracy. 
But  for  the  Arabs  to  wake  from  their  nightmare,  and  for  the 
world  to  feel  safe,  a  great  deal  needs  to  change. 

The  blame  game 

One  problem  is  that  the  Arab  countries’  troubles  run  so  wide. 
Indeed,  Syria  and  Iraq  can  nowadays  barely  be  called  coun¬ 
tries  at  all.  This  week  a  brutal  band  of  jihadists  declared  their 
boundaries  void,  heralding  instead  a  new  Islamic  caliphate  to 
embrace  Iraq  and  Greater  Syria  (including  Israel-Palestine, 
Lebanon,  Jordan  and  bits  of  Turkey)  and-in  due  course-the 
whole  world.  Its  leaders  seek  to  kill  non-Muslims  not  just  in 
the  Middle  East  but  also  in  the  streets  of  New  York,  London  and 
Paris.  Egypt  is  back  under  military  rule.  Libya,  following  the 
violent  demise  of  Muammar  Qaddafi,  is  at  the  mercy  of  un¬ 
ruly  militias.  Yemen  is  beset  by  insurrection,  infighting  and  al- 
Oaeda.  Palestine  is  still  far  from  true  statehood  and  peace:  the 
murders  of  three  young  Israelis  and  ensuing  reprisals  threaten 
to  set  off  yet  another  cycle  of  violence  (see  page  39).  Even  coun¬ 
tries  such  as  Saudi  Arabia  and  Algeria,  whose  regimes  are 
cushioned  by  wealth  from  oil  and  gas  and  propped  up  by  an 
iron-fisted  apparatus  of  state  security,  are  more  fragile  than 
they  look.  Only  Tunisia,  which  opened  the  Arabs’  bid  for  free¬ 
dom  three  years  ago,  has  the  makings  of  a  real  democracy. 

Islam,  or  at  least  modern  reinterpretations  of  it,  is  at  the  core 
of  some  of  the  Arabs’  deep  troubles.  The  faith’s  claim,  promot¬ 
ed  by  many  of  its  leading  lights,  to  combine  spiritual  and  earth¬ 
ly  authority,  with  no  separation  of  mosque  and  state,  has 
stunted  the  development  of  independent  political  institu¬ 
tions.  A  militant  minority  of  Muslims  are  caught  up  in  a  search 
for  legitimacy  through  ever  more  fanatical  interpretations  of 
the  Koran.  Other  Muslims,  threatened  by  militia  violence  and 
civil  war,  have  sought  refuge  in  their  sect.  In  Iraq  and  Syria 


plenty  of  Shias  and  Sunnis  used  to  marry  each  other;  too  often 
today  they  resort  to  maiming  each  other.  And  this  violent  per¬ 
version  of  Islam  has  spread  to  places  as  distant  as  northern  Ni¬ 
geria  and  northern  England. 

But  religious  extremism  is  a  conduit  for  misery,  not  its  fun¬ 
damental  cause  (see  pages  20-22).  While  Islamic  democracies 
elsewhere  (such  as  Indonesia-see  next  leader)  are  doing  fine, 
in  the  Arab  world  the  very  fabric  of  the  state  is  weak.  Few  Arab 
countries  have  been  nations  for  long.  The  dead  hand  of  the 
Turks’  declining  Ottoman  empire  was  followed  after  the  first 
world  war  by  the  humiliation  of  British  and  French  rule.  In 
much  of  the  Arab  world  the  colonial  powers  continued  to  con¬ 
trol  or  influence  events  until  the  1960s.  Arab  countries  have  not 
yet  succeeded  in  fostering  the  institutional  prerequisites  of  de- 
mocracy-the  give-and-take  of  parliamentary  discourse,  pro¬ 
tection  for  minorities,  the  emancipation  of  women,  a  free 
press,  independent  courts  and  universities  and  trade  unions. 

The  absence  of  a  liberal  state  has  been  matched  by  the  ab¬ 
sence  of  a  liberal  economy.  After  independence,  the  prevailing 
orthodoxy  was  central  planning,  often  Soviet-inspired.  Anti¬ 
market,  anti-trade,  pro-subsidy  and  pro-regulation,  Arab  gov¬ 
ernments  strangled  their  economies.  The  state  pulled  the  le¬ 
vers  of  economic  power-e specially  where  oil  was  involved. 
Where  the  constraints  of  post-colonial  socialism  were  lifted, 
capitalism  of  the  crony,  rent-seeking  kind  took  hold,  as  it  did  in 
the  later  years  of  Egypt’s  Hosni  Mubarak.  Privatisation  was  for 
pals  of  the  government.  Virtually  no  markets  were  free,  barely 
any  world-class  companies  developed,  and  clever  Arabs  who 
wanted  to  excel  in  business  or  scholarship  had  to  go  to  Ameri¬ 
ca  or  Europe  to  do  so. 

Economic  stagnation  bred  dissatisfaction.  Monarchs  and 
presidents-for-life  defended  themselves  with  secret  police  and 
goons.  The  mosque  became  a  source  of  public  services  and 
one  of  the  few  places  where  people  could  gather  and  hear 
speeches.  Islam  was  radicalised  and  the  angry  men  who 
loathed  their  rulers  came  to  hate  the  Western  states  that 
backed  them.  Meanwhile  a  vast  number  of  the  young  grew 
restless  because  of  unemployment.  Thanks  to  the  electronic 
me  dia,  they  were  increasingly  aware  that  the  prosp  ects  of  their 
cohort  outside  the  Middle  East  were  far  more  hopeful.  The 
wonder  is  not  that  they  took  to  the  streets  in  the  Arab  spring, 
but  that  they  did  not  do  so  sooner. 

A  lot  of  ruin 

These  wrongs  cannot  easily  or  rapidly  be  put  right.  Outsiders, 
who  have  often  been  drawn  to  the  region  as  invaders  and  oc¬ 
cupiers,  cannot  simply  stamp  out  the  jihadist  cause  or  impose 
prosperity  and  democracy.  That  much,  at  least,  should  be  clear 
after  the  disastrous  invasion  and  occupation  of  Iraq  in  2003. 
Military  support-the  supply  of  drones  and  of  a  small  number 
of  special  forces-may  help  keep  the  jihadists  in  Iraq  at  bay. 
That  help  may  have  to  be  on  permanent  call.  Even  if  the  new 
caliphate  is  unlikely  to  become  a  recognisable  state,  it  could  for 
many  years  produce  jihadists  able  to  export  terrorism. 

But  only  the  Arabs  can  reverse  their  civilisational  decline, 
and  right  now  there  is  little  hope  of  that  happening.  The  ex-  ►► 
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►  tremists  offer  none.  The  mantra  of  the  monarchs  and  the  mil¬ 
itary  men  is  “stability”.  In  a  time  of  chaos,  its  appeal  is  under¬ 
standable,  but  repression  and  stagnation  are  not  the  solution. 
They  did  not  work  before;  indeed  they  were  at  the  root  of  the 
problem.  Even  if  the  Arab  awakening  is  over  for  the  moment, 
the  powerful  forces  that  gave  rise  to  it  are  still  present.  The  so¬ 
cial  media  which  stirred  up  a  revolution  in  attitudes  cannot  be 
uninvented.  The  men  in  their  palaces  and  their  Western  back¬ 
ers  need  to  understand  that  stability  requires  reform. 

Is  that  a  vain  hope?  Today  the  outlook  is  bloody.  But  ulti¬ 
mately  fanatics  devour  themselves.  Meanwhile,  wherever 
possible,  the  moderate,  secular  Sunnis  who  comprise  the  ma¬ 
jority  of  Arab  Muslims  need  to  make  their  voices  heard.  And 
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when  their  moment  comes,  they  need  to  cast  their  minds  back 
to  the  values  that  once  made  the  Arab  world  great.  Education 
underpinned  its  primacy  in  medicine,  mathematics,  architec¬ 
ture  and  astronomy.  Trade  paid  for  its  fabulous  metropolises 
and  their  spices  and  silks.  And,  at  its  best,  the  Arab  world  was  a 
cosmopolitan  haven  for  Jews,  Christians  and  Muslims  of 
many  sects,  where  tolerance  fostered  creativity  and  invention. 

Pluralism,  education,  open  markets:  these  were  once  Arab 
values  and  they  could  be  so  again.  Today,  as  Sunnis  and  Shias 
tear  out  each  others’  throats  in  Iraq  and  Syria  and  a  former  gen¬ 
eral  settles  onto  his  new  throne  in  Egypt,  they  are  tragically  dis¬ 
tant  prospects.  But  for  a  people  for  whom  so  much  has  gone  so 
wrong,  such  values  still  make  up  a  vision  of  a  better  future.  ■ 


Indonesia's  presidential  election 

Competing  visions 


A  political  naif  represents  a  more  hopeful  future  for  Indonesia  than  a  Suharto-era  soldier 


IT  IS  impressive  progress.  Less 
than  two  decades  ago  Indone¬ 
sia  was  a  dictatorship  under  the 
late  Suharto;  on  July  9th  voters 
in  this  island  archipelago  of 
240m  will  go  enthusiastically  to 
the  polls  to  choose  a  new  presi¬ 
dent.  Turnout  promises  to  be 
high.  The  election  campaign  has  been  free  of  violence.  And,  al¬ 
though  religion  is  never  entirely  absent  from  Islam’s  foremost 
democracy,  this  has  been  a  contest  fought  overwhelmingly 
over  secular  issues. 

Yet  the  country’s  democracy  is  still  young.  This  will  be  the 
first  time  that  one  popularly  elected  leader-Susilo  Bambang 
Yudhoyono,  who  must  step  down  after  two  (lacklustre)  terms 
as  president-will  hand  over  power  to  another.  And  the  elec¬ 
tion  is  even  more  significant  because  one  of  the  two  presiden¬ 
tial  contenders  is  unlike  any  leader  Indonesia  has  had. 

Joko  Widodo  (pictured,  left),  who  is  universally  known  as 
Jokowi,  started  out  as  a  humble  furniture  seller  and  became  a 
pragmatic,  uncorrupt  mayor.  He  is  not  from  the  usual  clutch  of 
political  and  business  dynasties  and  their  sleazy  cronies.  Until 
recently  Jokowi  appeared  to  have  an  unassailable  lead.  But 
now  the  establishment’s  candidate,  Prabowo  Subianto  (pic¬ 
tured,  right),  is  fighting  back.  A  former  general  (like  Mr  Yud¬ 
hoyono),  he  has  money,  a  slick  campaign  and  a  muscular  im¬ 
age.  Both  Jokowi  and  Mr  Prabowo  offer  themselves  as  an 
improvement  on  the  dithering  Mr  Yudhoyono;  but,  in  this 
newspaper’s  view,  real  change  will  come  only  with  Jokowi. 

Indonesia  at  a  crossroads-reaily 

He  represents  something  new  for  Indonesia.  The  53-year-old  is 
the  first  of  a  political  generation  reaching  the  national  stage 
since  popular  protests  in  the  late  1990s  toppled  Suharto.  Jo- 
kowi’s  rise  would  have  been  inconceivable  without  the  radi¬ 
cal  political  decentralisation  which  is  perhaps  the  outstanding 
success  of  Indonesia’s  democratic  journey.  He  began  his  politi¬ 
cal  career  as  mayor  of  Solo,  a  medium-sized  city  in  Java,  the 
most  populous  island,  before  becoming  an  immensely  popu¬ 
lar  governor  of  Jakarta,  the  capital,  in  2012.  It  is  there  that  he 
forged  a  reputation  for  can-do  competence  and  clean  govern¬ 


ment  that  won  the  admiration  of  many  and  propelled  him  into 
the  presidential  race. 

Jokowi  has  a  good  record  of  dealing  with  the  concerns  of  or¬ 
dinary  Indonesians:  clogged  traffic,  poor  sanitation  and  petti¬ 
fogging,  bribe-taking  bureaucrats.  He  is  also  more  comfortable 
working  with  Christians  or  ethnic  Chinese  than  most  politi¬ 
cians  are.  Indeed,  his  opponents  have  tried  to  turn  his  hostility 
to  religious  intolerance  against  him  by  claiming  that  he  is  in 
fact  a  Christian.  And,  though  no  room  exists  on  the  Indonesian 
political  spectrum  for  anything  like  economic  liberalism,  he  is 
less  of  an  economic  nationalist  than  his  opponent;  foreign  in¬ 
vestors  would  cheer  a  Jokowi  victory.  He  understands  the 
need  to  cut  ruinous  fuel  subsidies  and  to  boost  education. 

The  concern  about  Jokowi  is  that  he  might  be  out  of  his 
depth  in  high  politics.  That  is  partly  because  he  lacks  experi¬ 
ence:  his  views  on  foreign  policy  are  still  barely  known.  But  his 
campaign  has  been  worryingly  amateurish,  relying  mainly  on 
the  assumption  that  honesty  and  an  impressive  record  are 
enough  (see  page  32).  An  endearing  trait-his  humility-has 
turned  into  a  liability.  And  his  image  as  an  outsider  is  compro¬ 
mised  by  his  reliance  on  his  party’s  grande  dame,  Megawati  Su¬ 
karnoputri,  the  daughter  of  modern  Indonesia’s  founder  and  a 
former  president  herself.  She  has  appeared  on  occasion  to  be 
grudging  in  her  support  for  Jokowi. 

Mr  Prabowo  has  seized  his  chance,  making  the  race  too 
close  to  call.  His  rallies  are  far  livelier  than  those  of  the  unchar- 
ismatic  Jokowi.  But  the  man  who  was  once  Suharto’s  son-in- 
law  is  a  throwback  to  a  darker  past.  As  a  former  commander  of 
Indonesia’s  notorious  special  forces,  Mr  Prabowo  has  a  tainted 
record  on  human  rights,  first  in  East  Timor  and  then  during  the 
anti-Suharto  protests.  He  is  a  master  of  money  politics  and  has 
benefited  from  having  friends  who  own  television  stations 
and  newspapers.  He  bashes  foreign  investors.  And  he  appears 
to  want  to  turn  back  the  clock  on  Indonesia’s  democratisation. 

Whether  Mr  Prabowo  would  succeed  in  that  is  another 
matter,  but  he  should  not  be  allowed  to  try.  Voting  Mr  Jokowi  is 
a  gamble:  perhaps  in  government  he  would  be  overwhelmed 
by  the  big  political  bruisers.  But  he  ran  the  country’s  biggest 
city  well,  and  his  vision  of  the  future  is  preferable  by  far  to  Mr 
Prabowo’s  version  of  the  past.  In  The  Economist’s  view  Jokowi 
is  the  right  choice  for  Indonesia.  ■ 
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BNP  Paribas  in  the  dock 

No  way  to  treat  a  criminal 
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The  French  bank  deserved  a  clobbering,  but  America’s  legal  system  looks  like  an  extortion  racket 


WHAT  is  the  appropriate 
penalty  for  a  firm  that 
abets  genocide?  Roughly  a 
year’s  profit  and  the  sacking  of  a 
dozen  employees,  the  American 
authorities  concluded  this 
week.  At  any  rate,  that  is  the 
punishment  meted  out  to  bnp 
Paribas,  a  French  bank  that  pleaded  guilty  to  helping  the  Suda¬ 
nese  government  sell  oil,  clearing  proceeds  through  New  York 
in  violation  of  American  sanctions.  At  the  time  government- 
backed  militias  in  the  region  of  Darfur  were  massacring  civil¬ 
ians  by  the  tens  of  thousands. 

In  spite  of  French  politicians’  predictable  squeals,  it  is  hard 
to  feel  any  sympathy  for  bnp.  The  bank  played  a  pivotal  role  in 
fostering  a  monstrous  regime.  Most  of  the  money  it  helped 
channel  to  Sudan  went  to  the  army,  which  in  turn  used  the 
cash  to  finance  rape  and  pillage.  In  the  immediate  aftermath  of 
the  crisis  in  Darfur,  in  2006,  bnp’s  Swiss  branch  held  around 
half  of  Sudan’s  foreign-currency  assets.  Sudan’s  president  later 
became  the  first  sitting  national  leader  to  be  charged  with  war 
crimes  by  the  International  Criminal  Court. 

bnp  argues  that  it  broke  no  European  laws  while  serving  as 
the  groom  to  the  horsemen  of  Darfur’s  apocalypse.  That  is  true 
enough,  to  Europe’s  shame:  it  should  have  done  more  to  dis¬ 
courage  the  horrors  in  Sudan.  It  is  also  true  that  the  underlying 
transactions  had  nothing  to  do  with  America,  but  because 
they  were  denominated  in  dollars  they  had  to  be  cleared  in 
New  York,  which  provided  America’s  lawmen  with  a  toehold. 
bnp’s  bosses  were  given  ample  warning-by  internal  auditors, 
external  lawyers  and  the  American  authorities-that  its  ac¬ 
tions  were  illegal  in  America.  Its  managers  first  concealed  its 
law-breaking  and  then,  when  they  belatedly  decided  to  stop 
dealing  with  Sudan  in  2007,  failed  to  ensure  that  their  under¬ 


lings  complied  with  sanctions  on  other  countries. 

But  the  guilt  of  a  suspect  and  the  justice  of  a  cause  do  not 
make  a  tribunal  fair.  And  America’s  system  for  pursuing  errant 
banks,  especially  foreign  ones,  is  anything  but  fair.  This  case, 
like  most,  did  not  go  to  court,  bnp  negotiated  a  settlement  with 
regulators  and  prosecutors  rather  than  risk  a  trial.  No  doubt  the 
ugliness  of  its  crimes  played  a  role.  But  even  if  it  had  had  a  bet¬ 
ter  case,  bnp  would  have  had  little  choice  but  to  settle.  Defeat 
in  court  might  have  led  to  the  loss  of  its  American  banking  li- 
cence-a  death  sentence  for  a  big  international  bank.  Ameri¬ 
ca’s  prosecutors  can  also  wield  the  threat  of  criminal  charges 
against  individual  bankers. 

Bank  against  the  wall 

Not  only  were  bnp’s  tormentors,  such  as  Benjamin  Lawsky, 
New  York’s  politically  ambitious  banking  regulator,  able  more 
or  less  to  dictate  their  terms,  they  also  had  an  incentive  to  make 
the  fine  as  big  as  possible  because  the  agencies  involved  div¬ 
vied  up  much  of  it  among  themselves.  Mr  Lawsky ’s  outfit  gets 
$2  billion,  four  times  its  annual  budget,  which  it  will  trium¬ 
phantly  deposit  in  New  York  state’s  depleted  coffers. 

There  are  no  meaningful  checks  on  this  process,  let  alone  a 
plausible  procedure  for  bnp  to  appeal.  Bank  bosses  cannot 
even  publicly  criticise  deals  they  agree  to  under  extreme  du¬ 
ress.  No  precedent  is  set  and  no  guidance  provided  as  to  the 
limits  of  the  law  and  the  proportionality  of  the  punishment. 

So  even  if  bnp  fully  deserves  its  punishment,  the  legal  sys¬ 
tem  that  meted  it  out  is  closer  to  an  extortion  racket  than  jus¬ 
tice.  France’s  economy  minister,  Arnaud  Montebourg,  has 
compared  America’s  pursuit  of  bnp  to  “economic  warfare”.  In 
other  words,  a  bank  that  catered  to  mass  murderers  has  had 
some  success  in  portraying  itself  as  a  victim.  Any  process  that 
can  make  bnp’s  dealings  with  Sudan  look  anything  less  than 
shameful  must  be  very  flawed  indeed.  ■ 


I  Bank  settlements 

With  US  authorities,  $bn 
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The  Bretton  Woods  agreements 

The  70-year  itch 


Both  the  West  and  China  are  neglecting  the  institutions  that  help  keep  the  world  economy  upright 


AMERICA  learned  the  bene- 
/Tfits  of  economic  co-opera¬ 
tion  the  hard  way  Its  failure  to 
create  institutions  to  help  steer 
the  world  economy  after  the 
first  world  war  exacerbated  the 
Great  Depression  and  paved  the 
way  for  the  next  conflagration. 
That  is  why,  at  a  small  resort  in  New  Hampshire  as  the  second 
world  war  was  drawing  to  a  close,  America  and  its  allies 
sketched  out  a  rough  management  plan  for  the  world  econ¬ 
omy  and  created  some  institutions  to  safeguard  it  (see  Button- 
wood).  Despite  some  flaws,  the  Bretton  Woods  agreements, 


signed  70  years  ago  this  month,  helped  usher  in  a  long  and  rel¬ 
atively  peaceful  period  of  economic  growth. 

Yet  today’s  pre-eminent  powers  seem  to  have  forgotten  this 
lesson.  America  and  Europe  have  failed  to  strengthen  and  re¬ 
form  the  offspring  of  Bretton  Woods,  the  imf  and  the  World 
Bank;  they  have  been  sluggish  in  providing  a  bigger  role  for 
China  in  these  institutions  (it  still  has  less  voting  power  than 
the  Benelux  countries).  Meanwhile,  China,  like  America  a  cen¬ 
tury  ago,  flexes  its  muscles  close  to  home  but  outsources  global 
leadership  to  others.  The  combination  could  lead  to  another 
dangerous,  rudderless  spell  for  the  world  economy. 

Parts  of  the  Bretton  Woods  system  have  proved  more  dura¬ 
ble  than  others:  its  capital  controls  and  fixed  exchange  rates 
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INNOVATION  IN 

THE  AGE  OF  EXPERIENCE 

We  live  in  an  age  where  businesses  need  to  look  beyond  the  aesthetics  of  a  product  or  the 
practicalities  of  a  service. ..where  consumer  engagement  and  loyalty  count  far  more  than  features 
and  benefits  alone. ..where  consumers  expect  to  interact  with  or  even  influence  suppliers  -  not  just 
be  sold  to. 


Products  are  no  longer  enough 
for  today's  consumers  who  value 
experience  overall  else. 


THE  RGE  OF  EXPERIENCE 
HRS  RRRIVED 


Executives  and  academics 
everywhere  accept  that  in  the 
modern  economy,  the  key  to 
success  is  delivering  consumer 
experiences  that  demonstrate 
true  differentiation. 

Find  yet,  the  task  is  a  daunting  one 
at  best.  What  exactly  is  meant  by 
experience?  find,  more  importantly, 
how  can  a  business  influence  it, 
given  the  complex  array  of  emotional, 
rational  and  physical  responses 
that  inevitably  drive  consumer 
connection? 


IF  WE  CHRNGE  THE  WRY 
WE  INNOVRTE,  CRN  WE 
DEVELOP  EXPERIENCES  THRT 
CONSUMERS  DEMRND ? 


The  key  to  making  consumer 
experience  the  true  focus  of 
innovation  is  to  capture  insights 
and  expertise  from  across 
a  business's  entire  ecosystem. 

Shaping  the  right  consumer 
experience  requires  not  only 
the  involvement  of  but  also  the 
collaboration  between  all  roles 
within  a  company  -  from 
marketing  and  management 
to  sales  and  engineering. 

Only  by  connecting  all  the  dots 
between  people,  ideas  and  data  can 
a  business  drive  consumer  loyalty, 
engagement  and  value. 


IF  WE  WRNTTO  THRIVE 
IN  THE  RGE  OF  EXPERIENCE, 
WHERE  CRN  WE  TURN? 

The  3DEXPERIENCE®  platform  from 
Dassault  Systemes  is  a  business 
experience  platform:  a  new  class 
of  collaborative  environment 
specifically  designed  to  help 
companies  create  differentiating 
consumer  experiences. 


It  enables  everyone  within 
a  company  to  play  an  active 
role  in  experience  development. 

With  a  single,  easy-to-use, 
compass-like  interface,  the 
3DEXPERIENCE  platform  powers 
INDUSTRY  SOLUTION  EXPERIENCES 
-  based  on  3D  design,  analysis, 
simulation  and  intelligence 
software  in  a  collaborative, 
interactive  environment. 

The  Age  of  Experience  represents 
a  significant  opportunity  for 
businesses  prepared  to  place 
a  new  focus  on  creating  unique 
and  truly  rewarding  consumer 
experiences. 

It's  time  to  ask  the  right  questions, 
understand  the  present  and  navigate 
the  future  -  now  made  possible 
with  the  3DEXPERIENCE  platform. 

Discover  the  3DEXPERIENCE 
platform  and  our  INDUSTRY  SOLUTION 
EXPERIENCESat3DS.COM, 


The  3DEXPER1ENCE  Platform 
Explained 

The  3DEXPERIENCE  platform 
is  a  business  experience  platform. 

It  provides  software  solutions 
for  every  organization  in  your 
company  -  from  engineering 
to  marketing  to  sales  -  that 
help  you,  in  your  value  creation 
process,  to  create  differentiating 
consumer  experiences. 

With  a  single,  easy-to-use  interface, 
it  powers  INDUSTRY  SOLUTION 
EXPERIENCES,  based  on  3D  design, 
analysis,  simulation  and  intelligence 
software  in  a  collaborative  interactive 
environment.  It  is  available  on  premise 
and  in  public  or  private  cloud. 
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It  takes  a  special  kind  of 
compass  to  understand  the 
present  and  navigate  the  future. 


Rbout  Dassault  Systemes  Dassault  Systemes,  the  3DEXPERIENCE  Company,  provides  business  and  people  with  virtual  universes  to  imagine  sustainable  innovations. 
Its  world-leading  solutions  transform  the  way  products  are  designed,  produced  and  supported.  Dassault  Systemes'  collaborative'solutions  foster  social  innovation,  expanding 
possibilities  for  the  virtual  world  to  improve  the  real  world.  The  group  brings  value  to  over  190,000  customers  of  all  sizes,  in  all  industries,  in  more  than  140  countries. 

3DEXPERIENCE  is  a  registered  trademark  of  Dassault  Systemes  or  its  subsidiaries  in  the  U.S,  and/or  other  countries. 
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►  had  largely  gone  by  the  end  of  the  1970s.  But  the  whole  edifice 
now  looks  rickety.  Countries  moan  over  destabilising  capital 
flows  while  global  trade  talks  remain  in  near-stasis.  Barack 
Obama  sensibly  promoted  a  plan  to  give  the  imf  more  re¬ 
sources  and  increase  the  clout  of  fast-growing  developing 
countries  within  it.  Yet  Congress  now  refuses  to  support  the 
agreed  reforms.  Meanwhile  both  America  and  Europe  have 
pursued  ambitious  trade  deals  with  each  other  and  non-Chi¬ 
nese  Asia.  And  again  Congress  has  in  effect  blocked  those  ef¬ 
forts  too,  before  the  deals  have  even  been  struck. 

China  has  taken  the  hint.  Its  interest  in  the  World  Bank  and 
imf,  always  half-hearted,  is  waning.  Instead,  China’s  leaders 
are  working  to  build  a  separate  system.  At  a  summit  later  this 
month  the  leaders  of  Brazil,  Russia,  India,  China  and  South  Af¬ 
rica  are  expected  to  agree  to  create  a  $50  billion  “brics”  devel¬ 
opment  bank  and  consider  a  brics  contingency  fund  mod¬ 
elled  on  the  imf.  China  also  plans  to  create  an  Asian 
infrastructure  bank  that  will  rival  the  Asian  Development 
Bank,  a  regional  lender  dominated  by  Japan  (see  page  38). 


Like  the  West’s  regional  trade  deals,  China’s  institution¬ 
building  looks  benign  in  isolation.  Why  not  invest  in  under¬ 
developed  countries?  Yet  its  flurry  of  initiatives,  which  con¬ 
spicuously  excludes  rich  countries,  may  signal  a  strategic  shift. 
Rather  than  take  more  responsibility  within  the  existing  sys¬ 
tem,  China  seems  to  be  creating  a  rival  one. 

Not  seeing  the  Woods  for  the  trees 

If  John  Maynard  Keynes  were  alive,  he  would  sigh  not  just  at 
the  risks  in  all  this  economic  nationalism  but  also  the  huge 
missed  opportunity.  Freer  trade  through  multilateral  deals 
would  help  the  world  economy  and  reduce  the  allure  of  mer¬ 
cantilist  policies  that  invite  retaliation.  Or  imagine  what 
would  happen  if  the  West  and  China  worked  together  to  liber¬ 
alise  the  latter’s  capital  account:  China’s  financial  markets 
would  become  less  distorted,  while  the  emergence  of  the 
yuan  as  a  global  reserve  currency  would  ease  Western  fears 
about  their  currencies’  overvaluation.  Perhaps  it  is  time  to 
send  another  group  of  dignitaries  to  New  Hampshire.  ■ 


America's  licence  Raj 

Unshackle  the  entrepreneurs 


With  budgets  tight,  cutting  taxes  is  hard.  So  American  states  should  cut  red  tape 


MIRACLES  sometimes  hap¬ 
pen.  A  few  weeks  ago  The 
Economist  mocked  a  rule  in 
Washington,  dc,  that  forced 
tour  guides  to  pay  $200,  pass  an 
exam  and  obtain  a  licence  be¬ 
fore  being  allowed  to  show  visi¬ 
tors  around  America’s  capital. 
Bill  Main,  a  businessman  who  runs  illicit  Segway  tours,  was 
suing  to  have  the  licensing  system  overturned  on  free-speech 
grounds.  On  June  27th  a  judge  ruled  in  his  favour.  One  point¬ 
less  j  ob-throttling  rule  struck  down;  only  a  gazillion  more  to  go. 

Red  tape  is  a  mounting  problem  for  American  business.  The 
Competitive  Enterprise  Institute,  a  conservative  think-tank,  es¬ 
timates  that  the  total  cost  of  complying  with  America’s  federal 
regulations  was  $1.86  trillion  in  2013-about  $15,000  per  house¬ 
hold.  Of  course  some  of  those  regulations  yield  benefits,  from 
clean  air  to  toasters  that  don’t  catch  fire.  But  neither  Congress 
nor  the  rule-writers  in  federal  agencies  make  much  effort  to 
weigh  costs  against  benefits.  And  businesses  must  also  obey  a 
confusing  tangle  of  state  and  local  edicts  (see  page  23). 

A  new  survey  by  Thumbtack,  an  online  marketplace,  and 
the  Kauffman  Foundation,  a  think-tank,  reveals  that  small 
businesses  feel  more  overregulated  than  overtaxed.  Two- 
thirds  of  respondents  said  they  paid  a  “fair  share”  of  taxes;  few 
had  such  a  rosy  view  of  red  tape.  Asked  how  easy  it  was  to  fol¬ 
low  state  and  local  rules  governing  hiring,  zoning,  permits, 
health  insurance,  training  and  so  forth,  businessfolk  in  Califor¬ 
nia  and  Illinois  gave  their  states  an  “f”  grade.  Entrepreneurs 
felt  unwelcome  in  the  north-east:  New  York,  New  Jersey,  Con¬ 
necticut,  Massachusetts  and  Pennsylvania  were  all  “d”  or 
“d+”.  Perhaps  unsurprisingly,  red  Republican  states  scored 
best:  Texas,  Idaho  and  Utah  were  all  “a+”. 

Grades  cannot  capture  every  nuance.  California  may  be  a 
wretched  place  to  build  a  bridge  or  open  a  restaurant,  thanks  to 


its  maze  of  environmental  and  zoning  rules,  but  it  is  an  excel¬ 
lent  place  to  start  a  high-tech  firm.  That  is  not  just  because  it  has 
fine  universities;  it  is  also  because  it  refuses  to  enforce  “non¬ 
compete”  contracts,  which  firms  in  other  states  use  to  stop  staff 
from  going  to  work  for  a  rival.  Getting  this  one  big  rule  right 
makes  the  Californian  labour  market  splendidly  dynamic  and 
compensates  for  a  lot  of  small  regulatory  hassles. 

Overall,  the  evidence  is  clear  that  too  much  red  tape  retards 
growth.  One  study  found  that  countries  that  move  from  the 
bottom  to  the  top  quartile  in  the  World  Bank’s  Doing  Business 
index  grow  2.3  percentage  points  a  year  faster,  for  example.  The 
gap  between  the  most-  and  least-business-friendly  parts  of 
America  is  nowhere  near  as  wide  as  the  gap  between  the  best 
and  worst  countries,  but  it  still  matters.  States  with  a  lighter 
touch  tend  to  create  more  jobs,  as  Texas  illustrates. 

Capitalists  aren’t  pigs;  don’t  hog-tie  them 

Cutting  regulations  is  hard.  Even  the  most  perverse  have 
dogged  defenders.  Chicago’s  rule  barring  food  trucks  from 
parking  within  200  feet  of  a  restaurant,  for  example,  can  rely 
on  the  support  of  restaurateurs  who  hate  competition  and 
from  the  various  public-sector  workers  whose  jobs  rely  on 
America’s  licence  Raj.  Hungry  Chicagoans  who  would  benefit 
from  lower  prices  probably  do  not  know  that  the  rule  exists. 

Yet  this  is  no  reason  to  give  up.  With  budgets  strained,  states 
and  cities  have  less  scope  than  before  to  attract  businesses  by 
offering  them  subsidies  or  tax  breaks.  Hacking  away  at  red  tape 
is  a  cheaper  way  to  create  jobs.  Reviewing  every  existing  li¬ 
cence  would  be  a  start:  do  you  really  need  the  state’s  permis¬ 
sion  to  be  an  interior  designer  or  a  hairdresser?  And  all  new 
state  laws  should  face  both  a  strict  cost-benefit  analysis  and  in¬ 
clude  a  “sunset  clause”  so  that  they  are  automatically  repealed 
after,  say,  ten  years,  unless  lawmakers  reauthorise  them.  Levia¬ 
than’s  tentacles  are  strangling  economic  growth,  and  cutting 
some  of  them  back  would  be  a  cheap  way  to  promote  it.  ■ 


I  Low-income  occupations 
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Mighty  Amazon 

sir -For  most  of  your  leader 
on  Amazon  you  admire  the 
innovations  it  has  unleashed 
and  the  disruption  to,  for 
example,  the  publishing  in¬ 
dustry  (“How  far  can  Amazon 
go?”,  June  21st).  You  celebrate 
“the  savage  magic  of  capi¬ 
talism”,  but  at  the  same  time 
have  reservations  about  the 
business  behaviour  that  has 
allowedjeff  Bezos  to  move 
ahead.  Yet  surely  the  virtues 
you  praise  are  absolutely 
integral  to  the  vices  in  allow¬ 
ing  Amazon  to  achieve  such  a 
dominant  position  globally: 
unfair  competition,  dodging 
tax,  bullying  its  rivals.  I  would 
also  add  working  conditions. 

I  certainly  don’t  view  Ama¬ 
zon’s  dispute  with  Hachette  as 
“a  standard  tussle  between 
retailer  and  supplier”  but 
rather  the  publishing  indus¬ 
try’s  Waterloo.  And  there  are 
other  examples  of  Amazon 
using  its  market  power  to 
eliminate  competition,  such  as 
Diapers.com.  Amazon  in¬ 
troduced  a  programme  that 
sold  diapers  (nappies)  in  2010 
at  a  loss  to  force  rivals  out  of 
business.  When  it  bought 
Diapers.com  it  closed  down  its 
own  programme,  which  had 
lost  hundreds  of  millions  of 
dollars.  The  case  is  covered  in 
“The  Everything  Store”  by  Brad 
Stone. 

What  is  intriguing  is  why 
Amazon’s  monopsony  power 
has  not  already  led  to  action  by 
regulators.  Such  conduct 
would  normally  impel  them  to 
investigate  other  businesses  if 
they  pursued  the  same  preda¬ 
tory  pricing  and  deceptive 
bait-and-switch  marketing 
policies  that  Amazon  does. 

GRANVILLE  WILLIAMS 

Upton,  West  Yorkshire 

sir  -  The  praise  you  heaped 
on  Amazon  for  fostering  the 
emergence  of  online  customer 
reviews  for  everything  from 
books  to  washing  machines 
was  unwarranted.  Many  in¬ 
vestigations  have  found  that  a 
large  number  of  book  reviews 
are  fake,  written  either  by 
authors  using  false  accounts  or 
by  friends  of  authors  to  push 
their  star-ratings  up.  In  2012  the 
New  York  Times  ran  a  piece 


looking  at  the  popularity  of 
online  reviews,  which  unlike 
old-style  advertising  and 
marketing  “offer  the  illusion  of 
truth”.  But  it  found  a  wide¬ 
spread  cottage  industry  of  fake 
reviewers,  and  not  just  at 
Amazon.  Hotels  and  restau¬ 
rants  that  have  received  bad 
reviews  from  customers  are 
notorious  for  responding  with 
fake  positive  reviews  (some¬ 
times  written  by  staff)  to 
increase  their  star  rating. 

Online  rating  systems  have 
been  co-opted  by  the  business¬ 
es  they  are  supposed  to  rate.  As 
a  consumer,  you  never  know  if 
the  review  is  genuine. 

SALLY  CLARK 
Chicago 


Inflation  in  Sweden 

sir  -  Sweden’s  central  bank 
has  had  an  inflation  target  for 
more  than  20  years.  Anchored 
inflation  expectations  are  one 
sign  of  the  success  of  this 
monetary-policy  regime, 
together  with  stable  average 
inflation  and  economic 
growth  far  above  that  of  most 
other  countries  in  Europe.  Your 
article  on  monetary  policy  and 
asset  prices  (“A  narrow  path”, 
June  21st)  referred  to  a  recent 
paper  by  Andrew  Levin  which 
claims  that  long-run  inflation 
expectations  in  Sweden  have 
dropped  below  target.  Our 
view,  based  on  a  range  of 
surveys  which  we  consider  to 
be  more  representative  than 
the  one  Mr  Levin  uses,  is  that 
inflation  expectations  remain 
within  the  target  range. 

For  example,  the  five-year 
expectations  for  inflation  held 
by  around  50  survey  respon¬ 
dents  are  currently  ati.8%, 
which  is  close  to  the  target  of 
2%  and  within  the  historical 
variation  of  this  measure.  The 
six-to-ten  year  forecasts  used 
by  Mr  Levin  are  constructed 
using  less  than  15  respondents. 

Swedish  monetary  policy 
has  been  accommodative  for 
some  time,  and  has  been  made 
more  so  in  the  past  year  in 
order  to  safeguard  the  return 
of  inflation  to  target. 

MARIANNE  NESSEN 

Head  of  the  monetary-policy 

department 

Sveriges  Riksbank 

Stockholm 


Quality  teaching 

sir  -  Once  again  you  used  the 
straw  man  of  the  “lousy  teach¬ 
er”  to  skip  over  the  principal 
problem  for  poor  pupils: 
underfunding  (“Brown  v 
Board,  the  sequel”,  June  14th). 
In  California  public  education 
has  been  starved  of  money. 
Many  teachers  even  provide 
their  own  classroom  supplies. 
At  least  they  had  been  able  to 
enjoy  a  degree  of  job  security 
until  the  case  you  reported  on 
found  that  teacher  tenure  was 
“unconstitutional”. 

Yes,  we  can  improve  the 
process  of  evaluating  teachers, 
but  if  teaching  becomes  a  more 
precarious  career  it  will  attract 
worse,  not  better,  applicants. 
No  serious  observer  thinks 
that  school  funding  is  ade¬ 
quate,  or  that  schools  in  poor 
areas  are  beset  with  useless 
teachers.  In  countries  with 
better  outcomes,  such  as  Fin¬ 
land  and  South  Korea,  teachers 
have  tenure  and  a  salary  befit¬ 
ting  their  role  in  society. 

That  is  something  for  the 
reformers  to  think  about:  you 
get  what  you  pay  for. 

AARON  BRICK 

Instructor  at  the  City  College  of 
San  Francisco 


How  to  design  a  city 

sir  -  At  a  time  of  unprecedent¬ 
ed  urban  expansion  you  are 
right  to  identify  the  value  of 
far-sighted  city  planning 
(“Roads  of  redemption”,  June 
21st).  One  important  issue  that 
you  did  not  consider  is  the 
impact  that  planning  can  have 
on  energy  use,  carbon  emis¬ 
sions  and  local  air  pollution. 
Recent  research  by  Shell  shows 
that  the  layout  of  a  city  has  a 
huge  influence  on  the  demand 
for  energy.  Compact  cities  use 
significantly  less  energy  per 
person  than  sprawling  ones,  as 
people  live  closer  to  amenities. 

We  can  engineer  cities  for 
cars  powered  by  electricity, 
hydrogen  and  liquefied  natu¬ 
ral  gas  and  for  the  better  in¬ 
tegration  of  water,  sewage  and 
power  systems.  Switching 
from  coal  to  gas-fired  power 
stations,  in  the  process  reduc¬ 
ing  carbon  emissions  by 
around  half,  provides  a  flexible 
and  cleaner  energy  source. 


Galloping  urbanisation  is 
one  of  the  most  pressing  chal¬ 
lenges  we  face.  But  city  design 
is  about  more  than  simply 
choosing  where  to  put  our 
houses  and  streets. 

JEREMY BENTHAM 

Head  of  Shell's  scenarios  team 

The  Hague 


Chinese  translations 

sir  -  Regarding the  Roman- 
isation  of  Chinese  (“Lost  in 
Romanisation”,  June  7th),  we 
have  had  Postal  Romanisation 
and  then  Wade-Giles,  invented 
by  two  19th-century  British 
scholars.  Wade-Giles  repre¬ 
sents  sounds  perfectly  but  not 
the  crucial  tones.  This  was 
fixed  with  the  system  of 
gwoyeu  romatzyh,  created  in 
the  1920s  by  Zhao  Yuanren,  a 
linguistic  genius.  It  is  the  best 
system,  as  it  incorporates  the 
tone  in  the  vowels  of  the  tran¬ 
scription,  while  being  of  pure 
Chinese  intellectual  genealo¬ 
gy.  Lacking  sufficient  backing, 
however,  it  never  took  off. 

In  the  1950s  China  decided 
to  create  hanyupinyin.  Like 
Wade-Giles,  it  does  not 
indicate  tone  and  adds  noth¬ 
ing,  except  the  needless  com¬ 
plication  of  having  to  know 
two  systems  and  maintain  two 
library  catalogues.  But  it  is  a 
source  of  foreign  mirth.  “Leath¬ 
er  shoes”  are  pixie. 

And  then  there  was  the 
Fuxing  (“glorious  revival”) 
Hotel  in  Beijing.  After  every¬ 
day  items  disappeared  from 
the  hotel  at  the  hands  of  Euro¬ 
pean  and  American  tourists- 
matchbooks,  ashtrays,  bath 
mats,  towels-faster  than  they 
could  be  replaced,  someone 
explained  to  the  Chinese  what 
Fuxing  sounded  like  in  English. 
They  changed  the  name  to  the 
Yanjing  (“capital  of  the  state  of 
Yan”)  hotel. 

ARTHURWALDRON 
Professor  of  international 
relations 

University  of  Pennsylvania 
Philadelphia  m 
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The  incorporated  woman 

Companies  make  huge  amounts  of  money 
from  harvesting  personal  data.  In  response, 
an  artist  is  trying  to  regain  control  of  her 
own  data  by  turning  herself  into  "Jennifer 
Lyn  Morone™  Inc",  a  fully  registered 
companyin  Delaware 


Why  the  first  world  war  wasn't  really 

The  fi rst  world  war  began  100  years  ago  this 
month.  Buttheepithetshould  belongtoa 
conflict  which  began  160  years  earlier  and 
ended  in  1763.  The  "Seven  Years'  War"  was, 
furthermore,  started  by  a  young  soldier 
called  George  Washington 


Refining  the  palette 

When  a  restored  masterpiece  by  Titian  was 
returned  to  the  walls  of  the  National  Gallery 
in  the  1960s  critics  were  aghastthatthe 
previously  staid  canvas  had  turned 
Disney-bright.  A  new  exhibition  atthe 
gallery  helps  explain  why  colour  matters 


From  our  blogs 


Most  read  on  Economist.com 


Featured  comment 


Africa:  The  wrong  way  to  fight  drugs 

Governments  in  west  Africa  are 
failing  to  tackle  drug  addiction. 
They  should  be  targeting  the  traffickers 
ratherthan  stigmatising  the  addicts 


ufii 


Daily  chart:  Combat  kicks 

Our  interactive  chart  visualises  all 
223  penalties  taken  during  shoot- 
outs  atWorld  Cupgames.  Explore  the  data  to 
find  out  howto  take  the  perfect  penalty 


Technology:  Emotionalissues 

:  Facebook  has  been  secretly 

manipulating  the  type  of  posts  that 
appearin  users' feeds.  The  revelation  has 
sparked  a  furore  over  the  website's  policies 


1 

Higher  education 

Creative  destruction 


o  From  the  archive 

The  Serbs  and  the  Hapsburgs 

3  Who  owns  your  personal  data? 

Theincorporated  woman 

4  Close  encounters 

Everything  you  need  to  know  about  UFOs 

5  Poland's  new  golden  age 

The  second  Jagiellonian  age 


". .  .years  later  travels  took  me  Tanjore,  a  place 
we  grew  up  in.  I  found  my  old  home.  Kids 
playing  on  the  streets  called  their  dad  who 
very  graciously  showed  me  the  house.  The 
Hindu  religious  symbols,  including  a  statue  of 
Lord  Ganesha,  were  still  intact.  The  home  now 
belongs  to  a  Muslim  family.  We  will  hope  for 
peace."— on  "My  swastika",  June 25th  2014 
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On  air  and  on  point 


in  Other 
Wbrds 


Introducing  our  new  radio  app,  with 
updates  available  every  weekday  morning. 

Listen  in  cars,  planes  and  trains  with  no  interruptions  using 
the  full  offline  listening  mode. 


Executive  Focus 


YACHAY  TECH 


Yachay  University  for  Experimental  Technology  and  Research  (Yachay  Tech)  is  to  be  a  world-class,  globally  connected  and 
regionally  transformative  center  for  research  and  education.  It  will  be  at  the  heart  of  Yachay  City  of  Knowledge,  a  modern,  vibrant 
metropolis  with  startup  incubators,  R&D  facilities  and  industrial  outposts.  Yachay  Tech,  with  its  vision,  magnitude  and  potential 
transformative  effect  on  an  entire  region,  challenges  the  imagination  of  those  academic  minds  who  want  to  change  the  world  and 
have  true  societal  impact. 


By  being  part  of  the  Yachay  project  the  inaugural  leadership  team  of  higher  administrators  will  have  a  truly  formative  effect,  shaping  the 
University  and  ensuring  its  impact  on  the  productive  matrix  of  an  entire  country  and  the  future  of  higher  education  of  an  entire  continent. 


“The  history  of  Ecuadorian  universities  will  be  divided  in  a  ‘before’  and  ‘after’  this  date.  Urcuqui.  Imbabura...that 
dream  called  YACHAY  -  for  me  the  most  important  project  in  the  history  of  the  country.  ”  President  Rafael  Correa 

Yachay  Tech  is  now  following  a  strategy  for  sequential  hiring  which  will  allow  the  University  to  start  operations  in  a  limited  sense  as 
infrastructure  is  continuously  being  constructed  and  hiring  proceeds  systematically  and  in  parallel.  Having  appointed  its  inaugural  Rector, 
Yachay  Tech  now  seeks  candidates  for  the  following  positions: 


Chancellor 

Dean  of  School  of  Life  Sciences  and  Biotechnology 
Head  of  Department  of  Biology 

Dean  of  School  of  Chemical  Sciences  and  Engineering 

Head  of  Department  of  Chemistry 

Dean  of  School  of  Physical  Sciences  and  Engineering 


Head  of  Department  of  Physics 

Dean  of  School  of  Geological  Sciences  and  Engineering 
Head  of  Department  of  Geology 

Dean  of  School  of  Information  Sciences  and  Technology 
Head  of  Department  of  Mathematics 


These  posts  are  full-time  and  based  at  Yachay  Tech  in  Ecuador.  The  salary  and  benefits 
will  be  fully  commensurate  with  the  seniority  and  nature  of  the  appointment  and  will 
reflect  the  required  high  caliber  of  the  successful  candidates.  For  further  information  on 
each  of  these  roles  please  visit:  www.perrettlaver.com/yachaytech 

Yachay  Tech  will  be  supported  in  this  appointment  process  by  the  executive  search  firm  Perrett 
Laver.  Applications  should  consist  of  a  full  curriculum  vitae,  a  covering  letter  of  application 
addressing  the  role  specification,  along  with  teaching,  research  and  administrative  experience. 

The  deadline  for  applications  for  the  Chancellor  role  Is  Monday  4th  August  at  5pm  PDT.  The 
deadline  for  all  other  positions  is  Friday  5th  September  at  5pm  PDT. 


YACHAY 

TECH 
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Director,  Irish  Human  Rights  and 
Equality  Commission  (IHREC) 

The  IHREC  is  being  established  to  replace  the  Equality  Authority 
and  the  Human  Rights  Commission.  Its  purpose  will  be  to  protect 
and  promote  human  rights  and  equality  and  to  encourage  the 
development  of  a  culture  of  respect  for  human  rights,  equality 
and  intercultural  understanding  in  Ireland. 

Reporting  to  the  Chief  Commissioner,  this  is  an  exciting 
opportunity  to  manage  an  organisation  through  a  period  of 
significant  change  and  to  implement  the  policies  of  the  IHREC. 

The  ideal  candidate  will  be  an  experienced  senior  manager  with  an 
understanding  of  the  domestic  and  international  human  rights 
and  equality  framework.  S/he  will  have  a  strategic  focus  and  have 
a  demonstrated  ability  to  work  in  partnership  with  a  wide  variety 
of  key  stakeholders. 


The  closing  date  for  receipt  of  applications  is  Thursday  17th  July,  2014. 


For  more  information  and  how  to  apply,  visit  www.publicjobs.ie 

We  are  committedto  a  policy  of  equal  opportunity  and  encourage 
applications  under  all  nine  grounds  of  the  Employment  Equality  Act. 

Cuirfearfailte  roimh  chomhfhreagras  i  nGaeilge  - 

in  w  f 


UNITED  NATIONS 

WESCAP 

Kconoi'nic  and'Social  Commission  tor  Asia  and  the  Pacific 


I 


Deputy  Executive  Secretary 
for  Programmes 


This  senior-level  economist  will  support  the  Executive  Secretary  in 
elevating  ESCAP’s  research  and  analytical  capacity  and  profile  in  the  region. 
The  incumbent  will  be  responsible  for  managing  economics,  finance  and 
trade,  regional  integration  and  connectivity,  analytical  and  normative  policy 
and  research  work,  as  well  as  strengthening  knowledge  management  and 
partnerships. 

The  ideal  candidate  will  have... 

v  Over  I  5  years  of  experience  in  economics,  social  development, 
programme  management  or  a  related  field 
v  Experience  in  managing  several  work  units  in  an  international 
organization 

v  Experience  in  research  and  analysis  as  demonstrated  by  authored 
publications 

v  Advanced  university  degree  in  economics,  social  sciences  or  related 
field  (Ph.D  desirable) 
v  Fluency  in  oral  and  written  English 

To  apply... 

Visit  our  website  at  www.unescap.org/jobs  or  careers.un.org  for 
further  information  and  instructions  on  applying. 

Deadline  for  applications:  3  I  July  2014 

The  United  Nations  Economic  and  Social  Commission  for  Asia  and  the  Pacific 
(ESCAP)  is  the  regional  arm  of  the  United  Nations  Secretariat  for  the  Asia-Pacific 
region.  Further  information  on  ESCAP  may  be  found  at  www.unescap.org. 


UNRWA  is  a  United  Nations  agency  established  by  the  General  Assembly  in  1949 
and  is  mandated  to  provide  assistance  and  protection  to  a  population  of  some 
5  million  registered  Palestine  refugees.  Its  mission  is  to  help  Palestine  refugees 
in  Jordan,  Lebanon,  Syria,  West  Bank  and  the  Gaza  Strip  to  achieve  their  full 
potential  in  human  development,  pending  a  just  solution  to  their  plight. 
UNRWA's  services  encompass  education,  health  care,  relief  and  social  services, 
camp  infrastructure  and  improvement,  microfinance  and  emergency  assistance. 
UNRWA  is  funded  almost  entirely  by  voluntary  contributions.  UNRWA  seeks 
the  services  of  a  seasoned  and  innovative  professional,  highly  motivated 
to  provide  skilled  leadership  in  the  positions  of: 

•  Director,  External  Relations  and  Communications,  D-2,  Jerusalem 

•  Senior  Fundraising  Executive,  D-1,  HQ  Amman 

•  Chief,  Compensation  and  Management  Services  Division,  P-5,  HQ  Amman 

•  Legal  Officer  (Contracts),  P-4,  Jerusalem 

•  Head  Field  Procurement  and  Logistics  Office,  P-4,  Damascus 

•  Senior  Investigator,  P-4,  HQ  Amman 

•  Head  Field  Finance  Office,  P-4,  Beirut 

For  details  on  the  vacancies,  closing  dates  of  applications  and  information  on  how 
to  apply  visit  https://jobs.unrwa.org 


UNRWA  encourages  applications  from  qualified  women. 


B&SpH  united  nations  relief  and  works  agency 
for  Palestine  refugees  in  the  near  east 


unite  for 
children 


unicefH 


Help  Make  a  Lasting  Difference 
Seeking  Experienced  Nutrition  Professionals 

Location:  Republic  of  South  Sudan  (multiple  field  locations) 

Type  of  Appointment:  Temporary  Appointment  (initially,  one  year) 
Deadline:  21  July,  2014 

If  you  are  passionate  about  making  a  lasting  difference  for  children,  the  world's 
leading  children's  rights  organization  would  like  to  hear  from  you.  UNICEF  South 
Sudan  Country  Office  (SSCO),  lead  agency  forthe  Interagency  Standing  Committee 
(IASC)  Nutrition  Cluster,  seeks  qualified  applicants  for  the  following  positions: 

Nutrition  Cluster  Coordinator,  P-4 

On  behalf  of  the  IASC  Humanitarian  Co-ordinator  in  the  Republic  of  South  Sudan 
and  UNICEF  SSCO,  and  in  close  collaboration  with  the  Deputy  of  Nutrition  of  the 
Ministry  of  Health,  you  will  facilitate  coordination  of  nutrition  stakeholders 
to  deliver  timely  and  effective  nutrition  response.  You  will  also  ensure  that 
the  capacity  of  national  and  local  institutions  to  respond  and  coordinate  emergency 
nutrition  interventions  is  strengthened. 

The  Cluster  Co-ordinator  will  have  knowledge  of:  humanitarian  reform 
and  Transformative  Agenda  principles,  the  Cluster  Approach  and  functions, 
and  humanitarian  programme  cycles;  and  the  ability  to  mitigate  and  mediate 
conflict  and  disagreements  among  cluster  partners. 

Nutrition  Specialists,  P-3  and  P-4  (several  openings  available) 

Incumbent(s)  will  be  accountable  for  the  formulation,  design,  planning, 
implementing,  monitoring  and  evaluation  of  Nutrition  programme  to  ensure 
overall  efficiency  and  effectiveness  and  achievement  of  programme  objectives 
and  goals.  You  will  be  responsible  for  ensuring  that  all  aspects  of  the  programme 
promote  gender  equality. 

Qualifications:  Advanced  university  degree  in  Public  Health,  Nutrition,  Health 
Sciences  or  related  discipline.  At  least  five  years  (P-3)  and  eight  years  (P-4) 
of  relevant  work  experience  in  emergency  nutrition  contexts  at  national 
and/or  international  levels.  Fluency  in  English. 

To  Apply:  Visit  us  at  www.unicef.org/about/employ  to  register  in  our  e-Recruitment 
system  and  search  for  the  detailed  vacancy  announcement  using  exact  key 
words  "E-VN-2014-001467"  (Nutrition  Cluster  Coordinator  P-4)  "E-VN-2014-001484" 
(Nutrition  Specialist  P-3),  "E-VN-2014-001486''  (Nutrition  Specialist  P-4),  or  "Juba" 
to  apply. 

Applications  must  be  received  by  21  July,  2014. 
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McKinsey&Company 


Opportunities  in 

Oil  &  Gas  Consulting 

McKinsey  &  Company  is  the  pre-eminent  global  management  consultancy. 
Our  Oil  and  Gas  consultants  support  most  of  the  top  leaders  in  the  world’s 
leading  energy  companies  and  public  institutions  on  their  strategic, 
operational,  organizational  and  technical  challenges. 

We  are  looking  for  outstanding  candidates  with  industry  experience  in  Oil  and  Gas 
capital  projects,  operations  (upstream  and  downstream),  gas  and  energy  trading, 
gained  working  at  an  Oil  and  Gas  operator,  service  provider,  or  professional 
services  firm.  Doctoral  and  advanced  degree  candidates  in  energy  policy,  geology, 
geophysics,  engineering,  and  related  disciplines  are  welcome  to  apply. 

Positions  are  available  in  the  Americas,  Asia  and  EMEA.  For  more  detailed 
information  on  the  Oil  &  Gas  Practice  and  hiring  locations,  please  visit  our 
website  at  www.mckinsey.com/careers,  referencing  The  Economist  in  your 
application. 


McKinsey  &  Company  is  an  equal  opportunity  employer. 


EU  Border  Assistance  Mission  to  the 
Republic  of  Moldova  and  Ukraine 
VACANCY  ANNOUNCEMENT 

The  EU  Border  Assistance  Mission  to  Moldova  and  Ukraine  (EUBAM)  is  a  joint  initiative 
of  the  European  Union  and  Governments  of  the  Republic  of  Moldova  and  Ukraine.  Working 
since  2005,  EUBAM  contributes  to  enhancing  the  overall  border  and  customs  management 
capacities  to  approximate  the  standards  of  the  border  and  law  enforcement  authorities  to 
those  of  the  EU  and  to  fight  against  cross-border  and  organised  crime.  The  Mission  assists 
the  Republic  of  Moldova  and  Ukraine  in  fulfilling  their  commitments  under  the  Partnership 
and  Cooperation  Agreements  and  the  European  Neighbourhood  Policy  Action  Plan  for  the 
Republic  of  Moldova  and  the  Association  Agenda  for  Ukraine.  It  also  contributes  to  a  peaceful 
resolution  of  the  Transnistria  conflict.  The  European  Commission  is  providing  funding  for 
EUBAM  while  administration  and  logistical  support  services  are  provided  by  the  International 
Organization  for  Migration. 

The  EU  and  IOM  are  now  recruiting  the  Deputy  Head  of  the  EU  Border  Assistance 
Mission  in  the  Republic  of  Moldova  and  Ukraine,  based  in  EUBAM  Headquarters  in 
Odesa,  Ukraine.  The  Deputy  Head  of  Mission,  guided  by  the  Head  of  Mission,  supports  the 
fulfilment  of  EUBAM's  objectives  within  the  framework  of  its  mandate  and  contributes  to 
EUBAM's  operation,  communication,  reporting  and  its  day-to-day  management. 

Requirements: 

•  Active  (or  recently  retired)  national  or  international  law  enforcement  official  or  civil  servant 
of  an  EU  Member  State  or  an  EU  Institution. 

•  Relevant  operational  experience  with  border  police  /  customs  /  other  law  enforcement 
services  active  in  the  fight  against  corruption  /  smuggling  /  trafficking  /  fraud  /  organized 
crime  within  EU  Member  States  or  at  the  European  level. 

•  Excellent  leadership,  management  and  political  skills. 

•  Executive  experience  with  EU/EC  police  or  customs  missions/external  assistance 
programmes  in  transition/developing  countries  is  an  asset. 

•  Excellent  communication  skills  with  very  good  command  of  written  and  spoken  English; 
knowledge  of  other  EU  and  local  languages  is  an  asset. 

•  Knowledge  of  EU  policy  in  the  Eastern  Neighbourhood  is  a  strong  asset,  notably  relations 
with  Republic  of  Moldova  and  Ukraine  in  the  sphere  of  customs  and  border  management 
as  well  as  EU  position  on  Transnistria. 

•  Master's  Degree  in  Law  or  relevant  field  with  at  least  1 5  years  of  relevant  work  experience, 
of  which  at  least  6  years  spent  in  senior  management  positions,  preferably  in  a  multinational 
environment. 

An  internationally  competitive  compensation  package  is  offered  for  the  post. 


For  a  more  detailed  job  description  and  instructions  on  applying,  please  visit 
EUBAM's  website  at  www.eubam.org  or  IOM  Ukraine's  website  at  www.iom.org.ua 
The  deadline  for  applications  is  8  July  2014. 


The  Commonwealth 


As  the  inter-governmental  body  of  the  Commonwealth, 
comprising  53  independent  sovereign  states,  our  aim  is  to 
provide  sustainable  and  people-centred  development  through 
professional  advice,  transfer  of  best  practice  and  the  enhancement 
of  skills  and  knowledge.  Demand-driven,  we  recently  refocused 
our  priorities,  creating  these  outstanding  opportunities,  both 
London  based,  to  make  a  tangible  improvement  to  the  wellbeing 
of  2.2  billion  citizens  while  taking  a  significant  step  in  your  own 
professional  and  career  development. 


Adviser  and  Head,  Law  Development 

£84,821  gross  pa  +  benefits 
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The  failures  of  the  Arab  spring  were  a  long  time  in  the  making 


Tethered  by  history 


REPRESSED  for  decades,  the  anger  burst 
like  a  summer  storm.  Rioting  youths 
flooded  city  streets.  The  shaken  regime 
granted  hasty  concessions:  freer  speech;  an 
end  to  one-party  rule;  real  elections.  But 
when  Islamists  surged  towards  victory  in 
the  first  free  elections  the  army  stepped  in, 
provoking  a  bloody  struggle  that  lasted  un¬ 
til  the  people,  exhausted,  acquiesced  to  a 
government  similar  in  outlook,  repression 
and  even  personnel  to  that  which  they  had 
revolted  against  in  the  first  place. 

It  sounds  like  the  recent  history  of  sever¬ 
al  Arab  countries:  Bahrain,  Egypt,  Libya, 
Syria,  Tunisia  and  Yemen,  the  states  of  the 
2011  Arab  spring,  have  seen  some  or  all  of 
the  story  unfold.  But  this  is  also,  and  origi¬ 
nally,  Algeria,  a  quarter  of  a  century  earli- 
er-the  first  major  political  crisis  in  the  age 
of  modern  Islamism. 

A  flurry  of  freedom  in  the  late  1980s 
gave  way  to  a  vicious  civil  war  in  the  1990s 
that  left  as  many  as  200,000  dead  and  Al¬ 
geria’s  Islamists  more  or  less  defeated,  but 
not  eradicated.  Today  the  country’s  citi¬ 
zens  remain  powerless  spectators  to  a  con¬ 
tinued  stand-off  between  what  they  call  le 
pouvoir-the  entrenched  oligarchy  that 
controls  the  state,  the  oil  money  and  the 
army-and  the  now-marginalised  Islamist 
radicals,  who  serve  more  as  a  justification 
for  ongoing  repression  than  as  any  sort  of 


inspiration  to  ordinary  people. 

All  too  many  of  the  Arab  world’s  350m 
people  are  stuck  in  similar  binds,  caught 
between  rotten  governments  and  even 
more  rotten  and  often  violent  oppositions. 
Its  would-be  reformers  have  retreated  to 
the  condition  described  laconically  by  the 
late  Syrian  playwright  Saadallah  Wan- 
nous  as  “condemned  to  hope”.  Trapped  ei¬ 
ther  in  stagnant  repression  or  cycles  of 
strife,  they  are  unable  to  make  progress. 
This  stasis  has  heightened  long-standing 
concerns  that  Arab  countries  are  in  some 
fundamental  way  unsuited  to  the  modern 
world,  concerns  which  have  spawned  a 
gaggle  of  grand  theories.  But  it  is  a  particu¬ 
lar  pattern  of  20th-century  modernisation, 
rather  than  its  absence,  that  lies  behind  the 
region’s  political  failure. 

Spring’s  lease  is  ended 

The  Arab  spring  has  led  to  something  de- 
pressingly  like  a  region-wide  rerun  of  the 
Algerian  experience.  Voices  calling  for  the 
kind  of  sweeping,  liberal  reforms  that 
might  have  pulled  Arab  countries  into  line 
with  the  rest  of  the  world  almost  always 
proved  too  weak.  Only  Tunisia  truly  cast 
off  its  old  ways  and  embraced  a  new,  more 
open  order.  Elsewhere  the  result  has  been 
either  a  reprise  of  the  ancien  regime,  as  in 
the  Egypt  of  President  Abdel  Fattah  al-Sisi, 


or  civil  war.  These  wars  have  empowered 
radical  Sunni  jihadists  like  those  of  the  Is¬ 
lamic  State  of  Iraq  and  Greater  Syria  (isis), 
a  vicious  and  ambitious  al-Oaeda  step¬ 
child  which  now  controls  territory  in  both 
countries  and  which  has  declared  its 
blood-spattered  leader  to  be  caliph  of  all 
Muslims  (see  page  40). 

The  region’s  monarchies,  many  of 
them  so  saturated  with  oil  that  their  rulers 
can  postpone  change  by  buying  off  dis¬ 
sent,  mostly  sat  out  the  Arab  spring.  Other 
non-spring-ers,  like  Algeria,  had  already 
gone  through  their  own  cycles  of  fruitless  . 
revolt.  Lebanon’s  “Cedar  Revolution”  of 
2005  brought  a  quarter  of  that  country’s 
people  onto  the  street,  toppled  a  govern¬ 
ment  and  forced  President  Bashar  Assad  of 
neighbouring  Syria  to  withdraw  the 
“peacekeepers”  that  had  made  Lebanon  a 
Syrian  satrapy.  A  decade  later,  Syrian- 
backed  parties  dominate  politics  again,  as 
does  the  same  squabbling  cast  of  sectarian 
politicians.  Most  Lebanese  would  still  love 
to  see  their  backs;  but  they  grudgingly  turn 
to  them  for  protection  and  patronage. 

The  Palestinian  intifadas  (uprisings)  of 
1987-93  and  2000-05,  while  different  in 
their  setting,  have  proved  similarly  futile. 
They  changed  the  nature  of  the  Israeli  oc¬ 
cupation,  yet  the  territories  remain  ulti¬ 
mately  under  Israeli  control.  And  the  peo¬ 
ple  are  still  under  the  thumbs  of 
single-party  regimes:  the  Islamists  of  Ha¬ 
mas  in  Gaza  and  the  secular-leaning  Fatah 
party  in  the  West  Bank  exercise  monopo¬ 
lies  of  power  with  the  backing  of  unac¬ 
countable  security  services.  Few  Palestin¬ 
ians  rate  the  chances  of  a  recently  formed 
unity  government;  Israel  is  determined  to 
smash  Hamas  anyway  (see  page  39).  ►► 
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►  Beyond  these  places  that  have  got  no 
better  lies  the  spectre  of  those  that  have  got 
far  worse.  The  epic,  ongoing  and  increas¬ 
ingly  interlinked  tragedies  of  Syria  and 
Iraq,  taken  together,  make  Algeria’s  look 
merciful.  Leaving  out  the  damage  directly 
caused  by  America’s  invasion  of  Iraq  in 
2003,  the  combined  toll  from  a  decade  of 
bloodletting  in  Iraq  and  the  civil  war  that 
erupted  in  Syria  in  2011  so  far  exceeds 
300,000  dead;  perhaps  13m  people  have 
become  refugees.  With  hundreds  of  ar¬ 
chaeological  sites  pillaged  and  cities  like 
Aleppo  gutted,  no  conflict  since  the  second 
world  war  has  caused  such  widespread 
damage  to  the  world’s  cultural  heritage. 

The  war,  or  wars,  took  a  grim  twist  to¬ 
wards  the  absurd  on  June  29th  when  isis 
proclaimed  its  territory  a  caliphate.  Its  ele¬ 
vation  of  Abu  Bakr  al-Baghdadi,  a  former 
theology  student  and  terrorist  warlord 
from  the  Iraqi  city  of  Samarra,  to  the  title  of 
Commander  of  the  Faithful  ostensibly  res¬ 
urrects  a  position  as  leader  of  all  Muslims 
that  was  only  truly  effective  in  the  first  de¬ 
cades  of  Islam,  1,400  years  ago. 

Essentials  and  oil 

It  is  a  grand  gesture,  although  one  more 
likely  to  speed  the  group’s  demise  than  to 
bring  closer  its  dream  of  a  globe-spanning 
Muslim  nation.  Most  rival  jihadist  groups, 
let  alone  most  ordinary  Muslims,  scoff  at 
Mr  Baghdadi’s  presumption,  dismissing  as 
grotesque  his  qualifications  to  become  ca¬ 
liph,  a  word  that  denotes  the  “successor”  to 
the  Prophet  Muhammad.  Yet  the  challenge 
presented  by  isis  (which  now  wishes  to  be 
known  as  the  State  of  the  Islamic  Caliph¬ 
ate)  underlines  the  sorrowful  condition 
into  which  Arab  politics  has  sunk. 

Why  is  the  Arab  world  a  weary  and 
wearying  mess?  It  is  not  a  new  question- 
Arab  intellectuals  of  the  19th  century  pon¬ 
dered  the  puzzle  of  their  ancient  civilisa¬ 
tion’s  weakness  in  the  face  of  an  imperial¬ 
ist  West-but  the  past  decades  have  made  it 
more  salient  than  ever,  both  within  the  re¬ 
gion  and  outside.  The  production  of  tomes 
such  as  “The  Arab  Predicament”  and 
“What  Went  Wrong?”  has  become  some¬ 


thing  of  an  industry. 

Answers  can  typically  be  divided  up  by 
academic  discipline.  Political  scientists 
point  to  the  prevalence  in  the  Arab  world 
of  “rentier”  states,  where  government  con¬ 
trol  of  resources  such  as  oil  has  obviated 
any  need  for  rulers  to  gain  the  consent  of 
the  ruled.  Sociologists  have  blamed  an 
Arab  “democratic  deficit”  on  patriarchal 
cultures  that  encourage  deference  to  elders 
from  one’s  own  clan  or  tribe  and  distrust  of 
outsiders.  To  demographers  an  obvious 
cause  for  social  distress  has  been  the  break¬ 
neck  growth  of  Arab  populations,  particu¬ 
larly  in  cities  where  millions  of  displaced 
peasants  struggle  to  cope  with  urban  life. 

For  many  years  it  was  fashionable  for 
historians  to  point  the  finger  at  Western 
imperialism.  Colonial  powers,  it  was  said, 
created  a  dangerous  rift  in  Arab  societies 
between  a  privileged,  outward-looking, 
Westernised  elite  and  a  disgruntled  “na¬ 
tive”  class.  The  borders  fixed  by  European 
mapmakers  created  unwieldy  polities  that 
had  to  struggle  through  painful  and  often 
violent  processes  of  nation-building.  The 
implantation  of  a  Jewish  state  in  Palestine 
drove  a  physical  wedge  between  Arab 
countries  and  provided  an  excuse  for  the 
military  dominance  of  surrounding  Arab 
societies.  “No  voice  may  rise  above  the 
sound  of  the  battle,”  was  the  rousing  cry  of 
Arab  regimes  in  the  1960s  as  they  locked  up 
dissidents  and  stirred  talk  of  conspiracies. 

Most  academics  have  been  wary  of  fin¬ 
gering  Islam  as  a  fundamental  impedi¬ 
ment  to  modernisation,  yet  some,  and  not 
only  Western  ones,  suspect  it  plays  a  role. 
Timur  Kuran,  a  Turkish-American  econo¬ 
mist,  argues  that  Islam’s  rigidly  egalitarian 
inheritance  rules  have  hindered  the  accu¬ 
mulation  and  mobilisation  of  capital  in  a 
way  that  hampered  industrialisation.  The 
unresolved  issue  of  proper  relations  be¬ 
tween  Islam  and  the  state  represents  a 
chronic  conundrum.  For  most  of  the  time 
since  the  first  caliphate  governments  have 
outwardly  endorsed  the  notion  that  tem¬ 
poral  laws  must  be  subservient  to  religious 
rulings  while  doing  as  they  wish  and  en¬ 
suring  that  jurists  toe  the  line.  In  the  19th 
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century  the  governments  of  Turkey,  Egypt 
and  Tunisia  all  moved  to  trim  the  influence 
of  sharia  judges,  not  under  European  pres¬ 
sure  but  because  their  unpredictable  rul¬ 
ings  were  an  obstacle  to  commerce  as  well 
as  to  government  power. 

The  modern  spread  of  Islamism  as  an 
explicitly  political  expression  of  Islamic 
thought  has  created  another  set  of  pro¬ 
blems.  Groups  such  as  the  Muslim  Brother¬ 
hood,  a  wellspring  of  Islamism  since  its 
founding  in  1928,  claim  that  the  founding 
texts  of  Islam  provide  a  template  for  every 
aspect  of  life,  including  government.  The 
trouble  is  that  these  texts  are  open  to  wide¬ 
ly  varying  interpretations.  As  the  prolifera¬ 
tion  of  Islamist  political  parties  proves,  it  is 
hard  to  balance  the  notion  of  a  fixed,  im¬ 
mutable  source  with  the  changing  whims 
of  democratic  politics.  Instead,  one  domi¬ 
nant  party  is  liable  to  try  to  silence  rivals,  a 
process  which  often  involves  outbidding 
them  in  a  contest  for  greater  “authenticity”. 

The  weakness  of  strong  men 

Despite  this  reactionary  dynamic,  Islam¬ 
ism  is  itself  a  creature  of  modernity.  In  the 
past  two  generations  the  proportion  of  Ar¬ 
abs  who  can  read  has  soared  from  less 
than  a  quarter  to  more  than  three-quarters; 
as  in  Reformation  Europe,  their  reading  of 
first  choice  has  been  religious.  The  subse¬ 
quent  breaking  of  a  priestly  class’s  monop¬ 
oly  over  interpreting  the  faith  means  the 
village-shop  version  of  Islam,  stocked  with 
traditional  local  fare,  has  been  replaced  by 
an  Islamic  supermarket  packed  with  excit¬ 
ing  new  brands.  Among  the  best  adver¬ 
tised,  particularly  on  the  internet,  are  the 
ones  whose  heroic  nihilism  most  appeals 
to  alienated  youths;  isis  is  all  over  Twitter. 

There  is  some  merit  in  most  of  these  ex¬ 
planations.  Yet  none  is  unique  to  Arab 
countries.  Three-quarters  of  the  world  has 
suffered  colonial  rule;  patriarchy  of  va¬ 
rious  sorts  besets  just  as  much  of  it.  There 
are  Muslim  states,  rentier  governments 
and  booming  populations  in  other  places. 
And  although  these  factors  have,  singly 
and  in  combination,  held  back  some  non- 
Arab  countries,  they  have  all  been  over¬ 
come  by  others. 

To  be  fair,  some  Arab  states  can  claim 
successes,  too.  For  all  the  thinness  of  their 
democratic  veneer,  the  monarchies  of  Jor¬ 
dan  and  Morocco  remain  pleasant  and  vi¬ 
brant  places  to  live.  Lebanon  is  a  political 
mess,  but  it  always  has  been  a  mess,  and 
for  the  most  part  its  people  cheerfully  get 
on  with  their  lives  and  each  other.  For  their 
own  male  citizens,  as  well  as  for  the  more 
fortunate  of  their  millions  of  foreign  work¬ 
ers,  wealthy  Gulf  monarchies  such  as 
Oman,  Kuwait,  Qatar,  the  United  Arab 
Emirates  and  even  Saudi  Arabia  offer  great 
economic  opportunity,  though  with  zero 
political  choice. 

This  all  suggests  that  it  is  not  enough  to 
cite  the  Arab  world’s  essential  cultural,  reli-  ►► 
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Civil  wars  and  internal  armed  conflicts 
in  the  Middle  East,  1975-2014 

Estimated 


Country  (Time-frame  of  conflict)  deaths 


Lebanon  (1975-90) 

100,000 

Syria,  Hama  (1982) 

20,000 

Yemen  (1986) 

10,000 

Iraq,  Anfal  (1986-89) 

100,000 

Algeria  (1991-2002) 

200,000 

Yemen  (1994) 

1,500 

Sudan,  Darfur  (2003-present) 

300,000 

Iraq  (2004-07) 

93,000 

Yemen  (2011) 

2,000 

Egypt  (2011-present) 

3,000 

Libya  (2011-present) 

30,000 

Syria  (2011-present) 

160,000 

Sources:  The  Economist;  UNHCR;  WikiLeaks 


►  gious  or  economic  attributes  as  an  expla¬ 
nation  for  its  problems:  you  need  also  to 
look  at  the  history  of  the  region’s  various 
approaches  to  modernising  itself. 

In  the  early  20th  century  the  Nahda 
movement  in  Egypt  and  the  Levant,  in¬ 
spired  by  what  it  saw  elsewhere,  espoused 
such  liberal  ideas  as  public  education, 
women’s  rights,  empirical  science  and  an 
open  society.  A  contrary  trend  thought  the 
right  response  would  come  instead 
through  a  return  to  Arab  roots  and  an  os¬ 
tensibly  purer  form  of  Islam:  this  gave  rise 
to  Salafism,  which  seeks  to  emulate  the 
ways  of  the  earliest  Muslims  and  in  which 
jihadism  is  rooted.  But  in  the  end  the  re¬ 
sponse  was  influenced  less  by  ideas  and 
more  by  physical  force.  In  most  Arab  coun¬ 
tries  it  was  soldiers,  or  hereditary  rulers 
backed  by  strong  armies,  who  took  over 
from  departing  European  powers  after  the 
second  world  war,  and  who  set  the  terms 
for  the  modern  Arab  state. 

State  control  over  broadcasting,  schools 
and  the  flow  of  capital  allowed  the  new 
rulers  to  promote  a  paternalistic  form  of 
modernisation  not  unlike  that  of  Franco’s 
Spain  or  Mussolini’s  Italy.  As  in  fascist  Eu¬ 
rope,  the  underlying  bargain  was  that  in  ex¬ 
change  for  obedience,  governments  would 
defend  the  realm,  preserve  cultural  au¬ 
thenticity  and  bring  progress  in  the  form  of 
heavy  industry  and  mechanised  agricul¬ 
ture.  Differences  of  sect  or  ethnicity  were 
officially  ignored;  the  state  co-opted  select¬ 
ed  classes  of  loyalists,  whether  business 
cronies  or  privileged  castes  of  intellectuals, 
jurists  or  engineers,  to  its  cause. 

The  mostly  rural  and  illiterate  popula¬ 
tion  meant  these  new  rulers  felt  little  pres¬ 
sure  to  change  the  colonial  systems  of  gov¬ 
ernment  they  inherited,  such  as  police 
forces  that  prioritised  the  stifling  of  dissent 
over  fighting  crime.  Over  time  the  circle  of 
loyalists  became  more  venal  and  narrowly 
circumscribed,  the  need  actually  to  please 
the  people  less  keenly  felt;  education  fared 
particularly  poorly.  It  was  against  this  in¬ 


creasingly  repressive  background  that  Is- 
lamism  grew  into  its  modern  political 
form.  The  grim  experience  of  Egyptian  pri¬ 
sons  in  the  1950s  inspired  Sayed  Qutb,  a 
Brotherhood  propagandist  much  quoted 
by  later  jihadists,  to  declare  holy  war 
against  “infidel”  Arab  regimes. 

Geopolitics  did  not  help.  The  bitter  leg¬ 
acy  of  colonialism,  combined  with  a  ha¬ 
tred  of  Israel,  tilted  many  Arab  states  into 
the  anti-Western  camp  in  the  cold  war, 
where  they  found  a  ready  supply  of  mili¬ 
tary  hardware  and  advice  on  state  plan¬ 
ning.  Conservative  Arab  monarchies  tilted 
the  other  way,  and  their  Western  allies 
were  not  about  to  jeopardise  this  alle¬ 
giance  by  urging  democratisation. 

The  crises  that  eventually  beset  this 
model  of  development  came  at  different 
times  in  different  places,  but  with  similar 
underlying  causes.  For  Algeria,  a  collapse 
in  oil  prices  in  the  1980s  exposed  the  folly 
of  pursuing  rigid  socialism  at  a  time  when 
population  growth  had  produced  a  vast 
pool  of  young  men  without  jobs.  In  the 
Arab  spring  the  triggers  included  growing 
disparities  in  wealth  and  a  breakdown  in 
public  services  as  states  diverted  more  re¬ 
sources  elsewhere,  notably  to  the  security 
services.  This  is  one  reason  why  wealthy 
monarchies  that  still  go  some  way  to  pla¬ 
cating  the  poor  were  largely  insulated— al¬ 
though  Saudi  Arabia,  where  youth  unem¬ 
ployment  is  high,  is  seeing  increasing 
levels  of  class  anger. 

Putting  out  fire  with  gasoline 

The  late  Samer  Soliman,  a  political  scien¬ 
tist,  called  this  the  paradox  of  the  weak 
state  and  the  strong  regime.  During  the 
2000s  he  noted  a  decline  in  the  Egyptian 
state’s  ability  to  mediate  disputes-increas- 
ingly  settled  out  of  court-as  well  as  a  fur¬ 
ther  collapse  in  state  education.  Islamist 
groups  often  stepped  in  to  provide  social 
services,  while  police  preoccupied  with 
protecting  the  state  allowed  petty  quarrels 
to  balloon  into  ugly  sectarian  clashes.  In 
Syria  economic  liberalisation  after  years  of 
socialist  austerity  enriched  an  ostentatious 
few.  Add  to  that  the  government’s  lack  of 
any  response  to  the  devastating  drought  of 
2006-10,  which  filled  burgeoning  slums 
with  1.5m  mostly  Sunni  peasants,  and  the 
scene  was  set  for  the  2011  uprising. 

Such  tensions  between  social  classes, 
far  more  than  those  between  sects,  have 
sparked  many  recent  Arab  revolts;  but  sec¬ 
tarianism  is  then  used  to  fan  the  flames.  Is¬ 
lamists  exploit  class  resentment  to  expand 
their  base;  governments  stoke  sectarian 
strife  to  justify  their  security  apparatus. 

The  most  egregious  of  these  arsonists  is 
Syria’s  Mr  Assad.  When  his  regime,  led 
largely  by  fellow  members  of  the  minority 
Alawite  sect,  responded  to  initially  peace¬ 
ful  protests  with  extreme  brutality  it  was 
on  the  pretext  that  its  foes  were  Sunni  fa¬ 
natics  bent  on  destroying  the  country’s 
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complex  social  mosaic.  It  went  on  to  re¬ 
lease  hundreds  of  jihadists  from  prison 
and  to  instigate  attacks  on  Christians  and 
other  minorities  to  make  its  case  convinc- 
ing-and  thus  brought  the  reality  about. 
Iraq’s  prime  minister,  Nuri  al-Maliki,  used 
the  threat  of  Sunni  terrorism-in  the  case  of 
Iraq  an  ugly  reality-to  expand  his  own 
powers  over  the  army  and  police  and  to 
ensure  the  loyalty  of  his  Shia  base.  In  so  do¬ 
ing  he  stoked  first  a  Sunni  insurrection  and 
then  a  full-scale  revolt. 

The  authorities  in  Egypt  have  played 
the  same  game,  albeit  in  a  slightly  less  ruth¬ 
less  form.  As  it  has  clawed  back  power  in 
the  aftermath  of  the  2011  revolution,  the 
“deep  state”  centred  on  the  army  and  the 
security  services  found  it  expeditious  first 
to  make  the  Muslim  Brotherhood  its  ally  in 
controlling  the  streets,  then  to  demonise  it. 
The  bloody  crushing  of  pro-Brotherhood 
protests  in  the  wake  of  last  year’s  military 
coup  predictably  provoked  terrorist  re¬ 
sponses.  These  in  turn  have  justified  a  wid¬ 
er  crackdown  that  has  effectively  if  not  yet 
completely  silenced  even  the  secular  crit¬ 
ics  whose  hopes  for  liberalising  reforms  in¬ 
spired  Egypt’s  brief  spring. 

Egypt’s  government  may  succeed  in 
snuffing  out  dissent,  just  as  the  regimes  in 
Iraq,  Syria  and  elsewhere  may  eventually 
achieve  Algeria-like  solutions.  But  as  Amr 
al-Zant,  an  Egyptian  scientist  and  colum¬ 
nist,  has  noted,  it  takes  openness  for  societ¬ 
ies  to  progress.  Closed  politics  may  be  tem¬ 
pered  by  an  openness  to  ideas  and  an  open 
economy,  as  in  China.  Open  politics  can 
make  up  for  poverty  and  a  paucity  of  hu¬ 
man  resources,  too.  But  to  have  closed  poli¬ 
tics  and  closed  minds  together  is  a  recipe 
for  disaster;  for  proof,  consider  the  current 
fate  of  the  Arab  states.  ■ 


Narrow  is  the  gate 
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The  best  and  worst  states  for  small  business 

Red  tape  blues 


WASHINGTON,  DC 

Small  businesses  fret  less  about  taxes  than  over-regulation 


IAN  TONER,  an  architect  in  Philadelphia, 
recently  went  to  city  offices  for  a  permit 
to  build  a  stoop  for  a  client’s  home.  The 
city,  he  learned,  had  just  imposed  new  re¬ 
quirements:  he  would  have  to  get  maps 
from  gas,  electric,  water  and  other  utilities 
to  ensure  the  stoop  would  not  disturb  their 
underground  lines  and  then  resubmit  his 
application.  A  process  he  thought  would 
take  a  day  took  more  than  two  weeks. 

That’s  not  all.  Other  new  rules  require 
that  he  prove  that  his  builder  has  general  li¬ 
ability,  workers’  compensation  and  car  in¬ 
surance,  and  has  paid  all  his  taxes.  Four 
times  a  year  he  must  set  aside  a  half  day  to 
ensure  he  is  paying  the  state’s  and  city’s 
myriad  taxes  correctly.  Mr  Toner  doesn’t 
question  the  need  for  rules  and  taxes;  what 
galls  him  is  the  time  and  hassle  involved  in 
complying  with  them.  “The  information 
exists  all  over  the  place  and  the  burden  is 
on  me  not  just  to  gather  it  but  [to]  interpret 
it.  I’m  not  going  to  leave  here  because  of 
this,  but  they’re  all  things  that  could  turn  a 
person  off  of  coming  here.” 

America’s  states  and  cities  have  tradi¬ 
tionally  tried  to  attract  businesses  by  offer¬ 
ing  them  tax  breaks  and  other  cash  incen¬ 
tives.  Yet  there  may  be  a  more  effective 
way,  and  one  which  puts  no  strain  on 
stretched  budgets:  make  life  simpler. 

Thumbtack,  a  website  that  matches 
customers  to  businesses,  and  the  Kauff¬ 
man  Foundation,  a  think-tank,  asks  thou¬ 
sands  of  small  businesses  annually  about 
local  requirements  for  hiring,  regulations, 
zoning,  licences,  health  insurance  and 


training.  They  have  enough  data  to  com¬ 
pile  (somewhat  subjective)  “business  cli¬ 
mate”  grades  for  38  states  and  82  cities. 

One  surprising  finding  is  how  little  lo¬ 
cal  tax  rates  matter.  Nearly  two-thirds  of  re¬ 
spondents  say  they  pay  their  “fair  share” 
of  taxes,  which  the  survey-takers  reckon 
means  they  don’t  feel  over-  or  undertaxed. 
But  many  complain  about  the  difficulty  of 
complying  with  complex  regulations:  this 
was  a  strong  predictor  of  how  small  busi¬ 
nesses  rank  their  states. 


To  be  sure,  low-tax  states  such  as  Texas 
generally  score  well,  while  high-tax  states 
such  as  California  and  Illinois  flunk  their 
tests.  This  may  be  because  the  kind  of  poli¬ 
ticians  who  like  high  taxes  also  like  bossing 
people  around.  Butnot  always.  Minnesota, 
a  high-tax  state,  earns  a  respectable  “b”  for 
business  climate,  partly  because  it  is  easy 
to  start  a  business  there.  Washington  and 
Florida,  both  low-tax  states,  earn  a  “c”  and 
a  “c+”.  Entrepreneurs  fault  Washington’s 
harsh  zoning  laws  and  gripe  that  in  Florida 
new  firms  must  jump  through  hoops  like 
dolphins  at  SeaWorld. 

The  lesson  for  politicians  is:  “no  matter 
what  else  you  do,  make  things  easy,”  says 
Jon  Lieber  of  Thumbtack.  “This  may  seem 
obvious  but  a  lot  of  governments  don’t  do 
it  right.  Don’t  require  a  plumber  to  spend 
two  days  at  city  hall  pulling  permits  when 
he  could  be  doing  jobs.” 

Too  often,  state  websites  are  confusing  ►► 
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►  and  bureaucrats  unhelpful.  Dennis  Kessler, 
an  accountant  in  New  Jersey,  says  he  usual¬ 
ly  can’t  get  through  on  the  telephone  to  the 
relevant  department.  When  he  does,  the 
information  is  often  misleading  or  incom¬ 
plete.  He  recently  spent  30  hours  trying  to 
help  a  client  change  its  corporate  status 
without  getting  a  different  federal  tax-iden¬ 
tification  number-only  to  discover  that 
this  is  impossible. 

Licensing  rules  are  a  headache.  In  the¬ 
ory,  they  protect  the  public  from  incompe¬ 
tence,  which  is  useful  if  you  are  hiring  a 
doctor.  But  increasingly  they  protect  in¬ 
cumbents  from  competition-the  require¬ 
ment  to  have  a  licence  raises  an  occupa¬ 
tion’s  wages  by  18%,  according  to  Morris 
Kleiner  and  Alan  Krueger,  two  economists. 
In  the  1950s  less  than  5%  of  workers  re¬ 
quired  state  licences;  now  35%  do. 

Some  make  no  sense.  Celeste  Kelly,  a 
horse  lover,  began  offering  horse  massage, 
a  subject  she  had  studied  privately,  in 
2006;  she  charges  $55  per  session.  In  2012 
the  Arizona  State  Veterinary  Medical  Ex¬ 
amining  Board  ordered  her  to  “cease  and 
desist”  or  face  heavy  fines  and  possible 
criminal  charges.  According  to  the  Institute 
for  Justice  (ij),  a  libertarian  law  firm  which 
is  suing  the  board  on  her  behalf,  Arizona 
does  not  require  vets  to  learn  massage,  and 
Ms  Kelly  may  offer  it  for  free;  she  simply 
can’t  charge  for  it  unless  she’s  a  vet.  “Veteri¬ 
narians  I  know  think  it’s  ridiculous,”  she 
complains.  “It’s  their  political  arm  that  has 
crafted  legislation  to  be  self-protective.” 

State  licensing  regimes  vary  widely. 
Louisiana  requires  licences  for  70%  of  low- 
wage  occupations,  according  to  ij,  includ¬ 
ing  barber,  bartender  and  cosmetologist.  In 
Wyoming,  it  is  a  more  modest  24%.  In  Ha¬ 
waii,  licences  require  an  average  of  724 
days  of  experience  and  education;  in  Penn¬ 
sylvania,  113.  Enforcement  is  uneven,  too. 

Changes  to  regulations  have  little  effect 
on  economic  growth  in  the  short  run-cy¬ 
clical  influences  such  as  the  state  of  the 
housing  market  or  the  fortunes  of  a  partic¬ 
ular  industry  (high-tech  in  California,  oil  in 
Texas)  matter  more.  But  in  the  long  run, 
business-friendliness  makes  a  difference: 
one  study  found  that  states  that  rank  better 
on  indices  of  taxes,  costs  and  regulations 
enjoy  stronger  job  growth,  after  filtering 
out  the  influence  of  industry  composition 
and  the  weather.  Globally,  countries  that 
rank  higher  in  the  World  Bank’s  surveys  of 
the  ease  of  doing  business  grow  faster. 

Lowering  barriers  to  entry  for  new  busi¬ 
nesses  gives  consumers  more  choice  and 
cheaper  prices.  A  gourmet-food-truck  fad 
began  in  Los  Angeles  with  $2  Korean  tacos 
in  2008,  and  has  thrived  because  the  city  is 
flexible  about  where  such  trucks  can  park. 
By  contrast,  Chicago  forbids  food  trucks 
from  operating  within  200  feet  of  a  bricks- 
and-mortar  restaurant,  and  requires  them 
to  have  a  gps  to  ensure  compliance,  which 
makes  life  very  hard  for  them  in  the  down¬ 


town  business  district. 

Businesses  lobby  for  lots  of  things  they 
should  not  have:  handouts  from  the  tax¬ 
payer,  handicaps  imposed  on  their  rivals. 
But  it  is  hard  to  find  fault  in  their  plea  for 
simpler  rules,  swifter  bureaucratic  deci¬ 
sions,  government  websites  that  a  normal 
person  can  navigate  and  officials  who  ac¬ 
tually  answer  the  phone. 

Clearing  away  old  rules  is  hard.  Their 
benefits  tend  to  be  concentrated  (eg,  when 
they  protect  incumbents);  their  costs  dis¬ 
persed  (slightly  higher  prices  affect  all  con¬ 
sumers,  but  only  a  little).  States  and  cities 
can,  however,  slow  the  pace  at  which  new 
rules  proliferate,  for  example  by  estimating 
their  economic  impact  before  enacting 
them.  Last  year  Iowa’s  governor  vetoed  a 
bill  that  would  have  required  licences  for 
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drug-abuse  counsellors,  and  Arizona 
made  life  easier  for  firms  operating  in  mul¬ 
tiple  cities  with  separate  sales  taxes  by  lim¬ 
iting  them  to  one  tax  form  and  one  audit. 

The  difficulty  is  that  many  rules  pur¬ 
port  to  protect  the  public:  from  shoddy  ser¬ 
vices,  dangerous  products  or  even  death. 
Even  if  the  cost  is  high  and  the  risk  remote, 
no  politician  wants  to  be  accused  of  com¬ 
promising  public  safety.  Last  year  Mike 
Pence,  Indiana’s  Republican  governor,  ve¬ 
toed  the  licensing  of  diabetes  educators 
and  anaesthesiologist  assistants,  on  the 
grounds  the  new  rules  would  raise  barriers 
to  business  and  require  additional  bu¬ 
reaucracy.  But  a  year  later,  he  signed  into 
law  a  modified  version  of  the  measure,  mi¬ 
nus  the  extra  bureaucracy  but  otherwise 
much  the  same.  ■ 


The  Supreme  Court 

A  year  of  drama  and  dissent 


SAN  DIEGO 

The  Roberts  court  quietly  paves  the  way  for  big  changes 


ON  JUNE  30th,  the  final  day  of  its  2013-14 
term,  the  Supreme  Court’s  slim  con¬ 
servative  majority  took  pains  to  deny  that 
its  last  two  rulings  were  radical.  In  Burwell 
v  Hobby  Lobby,  the  Court  decided,  5-4,  that 
some  employers  with  religious  objections 
do  not  have  to  pay  for  contraceptives  for 
their  staff,  despite  a  law  (Obamacare)  that 
tried  to  make  them  do  so.  This  ruling  will 
not  open  the  door  to  “a  flood  of  religious 
obj  ections”  to  American  laws  by  pious  em¬ 
ployers,  insisted  Justice  Samuel  Alito,  a 
conservative.  Oh  yes  it  will,  retorted  Justice 
Ruth  Bader  Ginsburg,  a  liberal,  albeit  in 
grander  language.  The  case  sparked  furi¬ 
ous  controversy  (see  page  25). 

Yet  it  may  have  been  the  less  conse¬ 
quential  of  the  two  cases  decided  that  day. 
The  other  was  Harris  v  Ouinn,  a  dispute 
about  unions  that  turned  on  the  arcane 
question  of  how  to  categorise  home- 
healthcare  workers.  Pamela  Harris,  an  Illi¬ 
nois  mother,  bridled  when  she  was  told  to 
pay  fees  to  the  Service  Employees  Interna¬ 
tional  Union  (seiu).  Under  Illinois  law,  be¬ 
cause  Ms  Harris  received  Medicaid 
cheques  for  looking  after  her  disabled  son, 
she  was  deemed  a  public  employee  and 
had  no  choice  but  to  be  represented  by 
seiu  in  negotiations  with  the  state. 

By  the  narrowest  of  margins,  the  court 
ruled  that  this  was  unfair.  Mr  Alito  ob¬ 
served  that  Ms  Harris  and  other  home 
health  aides  are  employed  by  the  people 
they  care  for,  not  by  the  state,  and  that  they 
enjoy  few  of  the  perks  that  fully-fledged 
public  workers  get,  such  as  pensions  and 
ironclad  job  security.  “Illinois  deems  per- 


I  Pills,  phones  &  presidential  power 

Supreme  Court  rulings,  2013-14 


Case  Result  Comments 


McCutcheon  v 
FEC 

5-4 

Struck  down  some  limits 
on  how  much  individuals 
can  contribute  to  political 
campaigns 

Harris  v 

Quinn 

5-4 

Ruled  that  home-care  workers 
who  don't  want  to  join  a  union 
don't  have  to  pay  union  fees 

Burwell  v 
Hobby  Lobby 

5-4 

Ruled  that  closely  held  firms 
with  religious  objections 
don't  have  to  pay  for  their 
employees' contraceptives 

Riley  v 
California 

9-0 

Barred  police  searches  of 
suspects'  cell  phones 
without  a  warrant 

NLRBv 

Noel  Canning 

9-0 

Curbed  the  power  of  presidents 
to  make  appointments  when 
the  Senate  is  in  recess 

Source:  US  Supreme  Court;  The  Economist 

sonal  assistants  to  be  state  employees  for 
one  purpose  only,  collective  bargaining,” 
wrote  Mr  Alito.  He  ruled  that  Ms  Harris 
was  at  most  a  “partial”  public  employee, 
and  therefore  not  obliged  to  pay  the  seiu 
for  representation  she  did  not  want. 

Although  the  opinion  was  narrow,  la¬ 
bour  leaders  saw  ominous  signs  in  it.  Mr 
Alito  and  some  other  conservatives  would 
probably  have  liked  to  overturn  Abood  v 
Detroit  Board  of  Education,  a  1977  precedent 
holding  that  public-school  teachers  who 
do  not  join  a  union  must  still  contribute 
cash  to  its  collective-bargaining  efforts.  Un¬ 
ions  see  this  as  a  safeguard  against  free-rid¬ 
ing:  they  fret  that,  if  they  could,  some  work¬ 
ers  might  opt  to  enjoy  the  benefits  of  ►► 


United  States  25 


The  Economist  July  5th  2014 

►  union-negotiated  wages  without  paying 
the  negotiators.  Democrats  fear  that  re¬ 
moving  this  safeguard  would  deprive  their 
party  of  a  crucial  source  of  funds.  Republi¬ 
cans,  who  see  the  cosy  ties  between 
Democrats  and  unions  as  a  conspiracy  to 
fleece  taxpayers,  would  not  mind  that.  For 
the  moment,  though,  Abood  stands. 

The  Court’s  conservative-liberal  split 
was  equally  raw  in  McCutcheon  v  Federal 
Election  Commission,  decided  in  April.  The 
justices  lined  up  5-4  to  chip  away  at  cam¬ 
paign-finance  laws.  Individuals  were  pre¬ 
viously  allowed  to  donate  up  to  $2,600  to 
any  political  candidate  during  each  elec¬ 
tion  cycle,  up  to  a  total  of  $48,600  (plus 
$74,600  to  political  parties  and  political-ac¬ 
tion  committees).  More  than  that,  it  was 
feared,  might  be  corrupting. 

The  court  found  this  an  unconvincing 
rationale  for  curbing  free  speech,  and 
scrapped  the  aggregate  limits  while  leav¬ 
ing  the  per-candidate  limits  in  place.  “The 
government  may  no  more  restrict  how 
many  candidates  or  causes  a  donor  may 
support  than  it  may  tell  a  newspaper  how 
many  candidates  it  may  endorse,”  wrote 
Chief  Justice  John  Roberts.  In  dissent,  Jus¬ 
tice  Stephen  Breyer  retorted  that  the  ruling 
“eviscerates  our  Nation’s  campaign-fi¬ 
nance  laws.” 

Despite  such  fireworks,  the  past  year 
has  seen  more  agreement  than  any  for  half 
a  century:  two-thirds  of  rulings  were  unan¬ 
imous.  One  area  where  the  justices  found 
it  easy  to  agree  was  when  upholding  limits 
on  presidential  power  (see  page  28).  In 
three  notable  cases,  the  court  ruled  9-0 
against  the  Obama  administration. 

In  National  Labour  Relations  Board  v 
Noel  Canning,  for  example,  a  Pepsi  bottler 
contested  the  legitimacy  of  an  nlrb  ruling 
against  it.  Because  President  Barack 
Obama  had  bypassed  the  Senate,  which  is 
supposed  to  vet  senior  appointments,  and 
installed  three  members  of  the  board  as 
“recess  appointments”  when  the  Senate 
said  it  was  not  in  recess,  Noel  Canning 
sued,  and  won.  Mr  Breyer’s  opinion  set 
new  guidelines  for  recess  appointments: 
the  Senate  gets  to  decide  when  it  is  in  re¬ 
cess,  and  no  appointments  may  be  made 
during  breaks  of  fewer  than  10  days.  That 
could  stymie  future  presidents  facing  ob¬ 
structive  Senates. 

In  Riley  v  California,  the  court  swept 
aside  the  objections  of  Mr  Obama’s  Justice 
Department  and  ruled  9-0  that  police  need 
a  warrant  to  search  a  suspect’s  mobile 
phone.  In  Bond  v  US,  a  unanimous  court  re- 
jected  the  administration’s  claim  that  a 
woman  who  smeared  mildly  toxic  chemi¬ 
cals  on  a  love  rival’s  car,  causing  a  minor 
burn  on  her  thumb,  could  be  prosecuted 
under  a  global  chemical-weapons  treaty. 

The  Court  also  grappled  with  race,  reli¬ 
gion  and  abortion.  In  McCullen  v  Coakley, 
it  ruled  unanimously  that  Massachusetts’s 
35-foot  “buffer  zone”  keeping  peaceful 


protestors  away  from  abortion  clinics  in¬ 
fringed  free-speech  rights.  (Those  who  ha¬ 
rass  women  seeking  an  abortion  are  a  dif¬ 
ferent  matter.)  In  Schuette  v  Coalition  to 
Defend  Affirmative  Action  the  justices  said 
that  voters  could  insist  on  colourblindness, 
upholding  a  ban  on  racial  preferences  in 
public  college  admissions  that  Michigan 
had  approved  in  a  ballot  initiative.  And  in 
Greece  v  Galloway,  the  Court  ruled  5-4  that 
a  town  board  could  begin  meetings  with 
mostly  Christian  prayers  without  offend¬ 
ing  the  First  Amendment’s  bar  on  “the  es¬ 
tablishment  of  religion”. 

After  nullifying  the  Defence  of  Mar¬ 
riage  Act  and  permitting  same-sex  mar¬ 
riage  to  resume  in  California  a  year  ago,  the 
justices  took  a  break  from  gay  issues  this 
term.  But  a  year  on,  with  19  states  now  re¬ 
cognising  gay  marriage  and  a  judge  in  Ken¬ 
tucky  on  July  1st  joining  the  stampede  to 
strike  down  bans  on  it,  the  question  is  sure 
to  return  to  the  Supreme  Court  soon.  ■ 


Hobby  Lobby 

Believe  it  or  not 


NEW  YORK 

The  Supreme  Court  sides  with  religious 
firms  against  Obamacare 

TWO  years  ago  the  Supreme  Court  up¬ 
held  the  Affordable  Care  Act,  better 
known  as  Obamacare.  A  decision  on  June 
30th  was  less  favourable.  The  Court  al¬ 
lowed  an  exception  to  Obamacare’s  man¬ 
date  that  firms  above  a  certain  size  offer 
their  staff  insurance  that  includes  free  con¬ 
traception.  Rarely  has  a  decision  provoked 
such  controversy.  Hillary  Clinton  called  it 
“deeply  disturbing”  ,  though  her  husband 
signed  the  law  that  underpins  it. 


Pro-lifers  are  elated 


The  case,  Burwell  v  Hobby  Lobby  Stores, 
Inc,  was  brought  by  two  Christian  families 
and  their  businesses.  The  Greens  own 
Hobby  Lobby,  a  chain  of  craft  shops,  and 
Mardel,  a  Christian  bookstore;  the  Hahns 
own  Conestoga  Wood  Specialties,  a  cabi¬ 
netmaker.  Obamacare  requires  firms  to  of¬ 
fer  their  workers  all  contraceptives  ap¬ 
proved  by  the  Food  and  Drug 
Administration.  The  Greens  and  Hahns  be¬ 
lieve  that  four  of  those  contraceptives,  in¬ 
cluding  the  “morning-after  pill”,  are  aborti- 
facients,  since  they  may  keep  a  fertilised 
egg  from  implanting  in  the  uterine  wall. 

The  issue  was  not  whether  these  highly 
debatable  beliefs  are  valid,  but  the  circum¬ 
stances  under  which  a  religious  objection 
may  trump  a  federal  law.  The  constitution 
protects  the  right  to  the  “free  exercise”  of  re¬ 
ligion.  A  1993  law,  the  Religious  Freedom 
Restoration  Act,  further  requires  that  the 
government  “shall  not  substantially  bur¬ 
den  a  person’s  exercise  of  religion”  unless 
doing  so  is  the  least  restrictive  way  to  ad¬ 
vance  a  compelling  government  interest. 

By  five  votes  to  four,  the  court  ruled  that 
obliging  closely  held  firms  with  religious 
owners  to  pay  for  their  employees’  contra¬ 
ceptives  violates  that  principle. 

The  government  had  argued  that  Hob¬ 
by  Lobby  could  not  claim  to  have  religious 
beliefs  because  it  is  a  for-profit  corporation. 
“While  the  Greens  are  persons  who  exer¬ 
cise  religion,  there  is  a  critical  separation 
between  the  Greens  and  the  corporation 
they  have  elected  to  create,”  the  govern¬ 
ment’s  lawyers  insisted.  A  company  has 
rights  and  obligations  that  differ  from 
those  of  its  owners.  That  includes  being 
subject  to  Obamacare’s  employer  man¬ 
date,  they  argued. 

The  court’s  conservative  justices  dis¬ 
agreed.  “Protecting  the  free-exercise  rights 
of  corporations  like  Hobby  Lobby,  Cones¬ 
toga  and  Mardel  protects  the  religious  lib¬ 
erty  of  the  humans  who  own  and  control 
these  companies,”  wrote  Justice  Samuel 
Alito.  If  Hobby  Lobby  refused  to  cover  the 
four  contraceptives,  it  faced  fines  of  up  to 
$475m  a  year,  which  Mr  Alito  said  clearly 
counted  as  a  “substantial  burden”.  And  the 
government  had  other,  less  onerous  ways 
to  provide  contraception,  he  argued.  For 
example,  it  could  pay  for  contraception  it¬ 
self  or  include  for-profit  companies  in  an 
“accommodation”  already  made  for  non¬ 
profit  religious  organisations,  such  as  Cath¬ 
olic  universities.  Under  that  accommoda¬ 
tion,  insurers  cover  the  cost  of  contracep¬ 
tion,  without  raising  prices  for  employers 
or  their  workers. 

Mr  Alito  insisted  that  the  ruling  was  a 
narrow  one,  applying  only  to  closely  held 
firms  under  very  specific  circumstances.  It 
is  unclear  how  the  government  will  now 
ensure  that  women  with  religious  employ¬ 
ers  obtain  free  contraception.  The  “accom¬ 
modation”  may  not  be  viable;  its  legality  is 
being  challenged  by  separate  suits.  Some  ►► 
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►  women  may  have  to  pay  for  their  own  con¬ 
traceptives.  (Since  the  cost  of  company- 
provided  insurance  comes  largely  out  of 
wages,  many  women  with  employer  cov¬ 
erage  are  already  paying  some  of  the  cost 
of  their  contraceptives.) 

The  ruling  could  make  it  harder  to  en¬ 
force  the  Obamacare  mandate  that  em¬ 
ployers  offer  health  insurance  (a  mandate 
that  has  already  been  delayed).  Many 
firms  are  “closely  held”,  including  some 
that  employ  tens  of  thousands  of  workers. 
These  companies  may  now  seek  exemp¬ 
tions  from  other  parts  of  the  mandate. 

On  July  ist  the  Supreme  Court  ordered 
lower  courts  to  revisit  objections  to  a 
broader  set  of  contraceptives,  in  addition 
to  the  four  raised  by  Hobby  Lobby.  In  fu¬ 
ture,  companies  might  challenge  Obama- 
care’s  mandate  to  cover  immunisations, 
blood  transfusions  or  medicines  derived 
from  pigs,  though  none  has  yet  done  so.  In 
dissent,  Justice  Ruth  Bader  Ginsburg  said 
the  decision  was  of  “startling  breadth”. 
Companies,  she  wrote,  “can  opt  out  of  any 
law  (saving  only  tax  laws)  they  judge  in¬ 
compatible  with  their  sincerely  held  reli¬ 
gious  beliefs.”  ■ 


Puerto  Rico's  debt  crisis 

Neither  a  state  nor 
independent 

NEWYORK 

How  a  territory  falls  between 
bankruptcy  regimes 

UERTO  RICO  has  put  on  a  brave  face 
during  its  year-long  debt  crisis.  But  on 
June  28th  Alejandro  Garcia  Padilla,  the  go¬ 
vernor,  made  a  belated  concession  to  reali¬ 
ty  by  signing  a  law  establishing  a  de  facto 
bankruptcy  regime  for  state-owned  enter¬ 
prises.  With  the  Puerto  Rico  Electric  Power 
Authority  (prepa),  a  cash-strapped  utility, 
teetering  on  the  brink  of  default,  the  new 
system  may  face  its  first  test  soon. 

Puerto  Rico’s  woes  stem  from  a  mix  of 
structural  weaknesses,  external  shocks 
and  self-inflicted  wounds.  As  an  overseas 
American  territory,  it  uses  the  dollar  and 
the  national  minimum  wage.  That  makes 
labour  costly  and  exports  uncompetitive. 
From  1976-2006  firms  on  the  island  were 
exempt  from  federal  tax  on  their  local  pro¬ 
fits.  But  once  that  carve-out  expired,  the 
economy  fell  into  an  eight-year  recession. 
And  after  Detroit  went  bankrupt,  investors 
fled  risky  municipal  bonds,  which  raised 
Puerto  Rico’s  financing  costs. 

However,  the  government  also  bears  its 
own  share  of  the  blame.  It  has  spent  too  lit¬ 
tle  on  infrastructure  and  too  much  on  pen¬ 
sions.  And  it  has  grossly  mismanaged 
prepa,  which  still  generates  65%  of  its  pow¬ 
er  using  expensive  fuel  oil.  Not  only  did  the 
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company  cost  the  state  $27601  in  2013  but 
its  high  prices  serve  as  a  tax  on  most  eco¬ 
nomic  activity.  Mr  Garcia  Padilla  has  tried 
to  compensate  with  austerity:  on  July  1st  he 
signed  a  balanced  budget  that  cut  discre¬ 
tionary  spending  by  8%.  But  Puerto  Rico’s 
public  finances  have  regularly  underper¬ 
formed  official  forecasts. 

The  government  insists  that  it  “cannot 
default”,  because  its  constitution  gives 
debt  payments  first  priority.  However,  this 
only  applies  to  its  general-obligation  and 
guaranteed  bonds.  The  remaining  public 
debt  is  backed  by  specific  revenues  like 
highway  tolls  or,  in  prepa’s  case,  electric 
bills.  And  the  $8oom  of  bank  credit  lines 
prepa  uses  to  buy  fuel  come  due  in  August. 
Unless  it  can  renegotiate  quickly,  it  will  ei¬ 
ther  default  or  turn  out  the  lights. 

No  one  knows  what  would  happen 
then.  Puerto  Rican  state  agencies  fall  in  a 
gap  in  America’s  bankruptcy  code:  they 
are  excluded  from  the  regimes  both  for  lo¬ 
cal  governments  and  private  firms.  As  a  re¬ 
sult,  missed  payments  would  probably  set 
off  a  whirlwind  of  litigation.  To  forestall 
this  risk,  the  government  instituted  a  new 
insolvency  system  for  its  companies.  It 
gives  them  nine  months  to  negotiate  a  set¬ 
tlement  acceptable  to  holders  of  75%  of 
their  debt.  If  the  parties  cannot  agree,  local 
courts  would  impose  a  solution.  Investors 
saw  the  law  as  evidence  that  prepa  was  set 
to  restructure  its  $8.6  billion  of  liabilities, 
and  have  dumped  its  bonds. 

But  prepa’s  two  biggest  creditors,  the 
mutual-fund  firms  Franklin  Templeton 
and  OppenheimerFunds,  have  challenged 
the  law,  arguing  that  the  constitution  gives 
Congress  exclusive  control  over  bankrupt¬ 
cy.  If  they  win,  it  might  boost  calls  to 
change  Puerto  Rico’s  status.  As  the  51st 
state,  its  state-owned  firms  would  be  cov¬ 
ered  by  the  federal  bankruptcy  code.  As  an 
independent  country,  it  could  set  its  own 
rules.  Under  the  status  quo  it  may  be  stuck 
with  neither.  ■ 
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Rhode  Island  politics 

Freshening  New 
England’s  armpit 

PROVIDENCE,  RHODEISLAND 

The  ex-mayor  who  inspired  a  gangster 
musical  returns 

THERE  was  little  doubt  what  the  answer 
would  be  when  Vincent  “Buddy” 
Cianci,  Providence’s  longest-serving- 
mayor-turned-radio-host,  asked  his  listen¬ 
ers  whether  he  should  he  run  again.  The  re¬ 
sponse,  as  he  put  it,  was  “a  love  fest”.  Mr 
Cianci  declared  his  candidacy  on  his  show 
on  June  25th.  “The  fire  still  burns,”  he  said. 

Mr  Cianci’s  previous  stints  as  mayor 
ended  badly.  In  1984,  after  a  decade  on  the 
job,  he  had  to  resign  when  he  was  convict¬ 
ed  of  assaulting  a  man  with  a  cigarette,  an 
ashtray  and  a  log.  Ini990  he  convinced  vot¬ 
ers  to  give  him  another  shot,  and  did  much 
to  spruce  up  the  city  centre.  But  in  2002  he 
was  brought  down  by  a  federal  racketeer¬ 
ing  probe  that  landed  him  in  prison  for 
nearly  five  years.  To  add  insult  to  injury,  a 
musical  based  on  his  life  premiered  off- 
Broadway  in  2003,  featuring  catchy  num¬ 
bers  like  “The  Ass  You  Have  to  Kiss  Today” 
and  “The  Armpit  of  New  England”  (an  un¬ 
kind  reference  to  Providence). 

Mr  Cianci  lost  his  liberty  and  his  tou¬ 
pee,  but  he  bounced  back,  writing  a  book, 
“Politics  and  Pasta”,  launching  his  own  ma- 
rinara  sauce  and  using  his  radio  pro¬ 
gramme  to  discuss  the  city’s  concerns. 
Alas,  his  devoted  listeners  cannot  all  vote: 
many  live  in  the  suburbs.  And  the  city  is 
much  changed:  many  of  Mr  Cianci’s  sup¬ 
porters  have  died  or  moved.  Latinos  now 
make  up  nearly  40%  of  the  population.  * 
“We  have  a  much  larger  population  of 
young  artists  and  professionals  who  have 
little  sympathy  for  old-school  ward  poli¬ 
tics  but  who,  with  many  Latinos  as  neigh¬ 
bours,  live  exactly  in  Cianci’s  former 
strongholds,”  says  Anthony  Affigne,  a  po¬ 
litical  scientist  at  Providence  College. 
Asked  if  Mr  Cianci  should  run  again,  Mi¬ 
chael  Townsend,  an  artist,  says:  “No,  no, 
no,  absolutely  not.” 

Mr  Cianci,  an  ex-Republican,  is  running 
as  an  independent.  His  prospects  depend 
on  who  his  Democratic  opponent  is,  says 
Wendy  Schiller  of  Brown  University.  Brett 
Smiley,  a  quirky  technocrat,  would  grab 
some  of  his  union  supporters.  (Mr  Cianci 
was  generous  to  the  police  and  fire  fighters 
when  he  was  mayor.)  Jorge  Elorza,  a  Lat¬ 
ino,  would  win  Latinos,  whom  Mr  Cianci 
courted  during  his  last  run. 

Even  Mr  Cianci’s  critics  concede  that  he 
loves  Providence  and  wants  it  to  do  well. 
But  his  reputation  could  deter  businesses 
from  moving  to  the  city,  which  was  once 
known  as  the  “beehive  of  industry”.  Not 
all  comebacks  are  welcome.  ■ 
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PorcFest  and  the  Free  State  Project 

Anarchists  get 
organised 

LANCASTER,  NEW  HAMPSHIRE 

The  plot  to  liberate  New  Hampshire 

A  YOUNG  man  in  a  leather  loincloth 
saunters  past  a  woman  dressed  like  Al¬ 
ice  in  Wonderland.  The  tang  of  pot  wafts 
through  the  air,  and  a  small  remote-operat¬ 
ed  drone  buzzes  overhead  (“Bought  it  in 
China,”  says  the  proud  owner;  “I’d  use  it  to 
follow  chicks,”  marvels  one  chap).  Guns 
are  everywhere;  Bitcoin  is  the  currency  of 
choice.  The  Porcupine  Freedom  Festival, 
which  ended  on  June  29th,  saw  more  than 
1,500  libertarians  and  anarchists  descend 
on  Lancaster,  New  Hampshire.  The  event’s 
mascot  is  a  porcupine,  which,  though  well- 
armed,  only  causes  pain  when  attacked. 

New  Hampshire  is  a  natural  stamping- 
ground  for  freedom-lovers.  It  has  low  tax¬ 
es,  lean  bureaucracy  and  some  of  the  loos¬ 
est  gun  laws  in  America.  Grown-ups  can 
ride  around  without  seat-belts  or  motorcy¬ 
cle  helmets.  The  right  to  rebel  when  public 
liberty  is  “manifestly  endangered”  is  en¬ 
shrined  in  the  state  constitution. 

This  is  why  it  was  chosen  as  the  site  for 
the  Free  State  Project  (fsp),  which  aims  to 
lure  at  least  20,000  like-minded  people  to 
this  small  state  (population  1.3m)  and  make 
it  even  more  “liberty-loving”.  Since  2002 
nearly  16,000  have  pledged  to  come  and 
help  slash  state  and  local  budgets,  limit 
government  meddling  and  legalise  choices 
that  do  not  harm  others,  such  as  drugs,  gay 
marriage  and  maybe  prostitution.  It  will  be 
a  “Yankee  Hong  Kong”,  says  Carla  Gericke, 
fsp’s  president.  “The  one  place  in  America 
that  is  economically  free,  like  a  beacon  to 
the  rest  of  the  country— or  even  the  world.” 

More  than  1,600  “Free  Staters”  have  al¬ 
ready  made  New  Hampshire  their  home. 
They  are  beginning  to  have  an  effect.  In 
2012  the  Granite  State  became  the  first  to  al¬ 
low  lawyers  to  tell  juries  they  may  acquit  a 
defendant  if  they  believe  the  law  is  unfair. 
In  2011  the  state  stripped  away  much  of  the 
red  tape  that  kept  home  brewers  from  sell¬ 
ing  their  wares,  spawning  a  boom  of  “na¬ 
nobreweries”.  And  in  January  the  state 
House  was  the  first  legislative  body  in  the 
country  to  vote  to  legalise  marijuana  for 
recreational  use,  although  lawmakers 
backed  down  when  Governor  Maggie 
Hassan,  a  Democrat,  proved  reluctant. 

Some  locals  feel  that  the  anti-govern¬ 
ment  agitators  have  gone  too  far.  A  group 
in  the  small  town  of  Keene  tops  up  parking 
meters  that  have  run  out  to  stop  traffic  offi¬ 
cers  from  issuing  penalty  tickets.  The  traffic 
officers  complain  that  activists  sometimes 
harass  them;  a  charge  the  activists  deny. 
Other  protesters  are  accused  of  provoking 


cops  into  arresting  them  so  they  can  film 
the  resulting  altercation.  An  anti-libertar¬ 
ian  group  called  “Stop  Free  Keene”  grum¬ 
bles  about  the  public  pot-smoking  and 
rude  street  art  that  the  newcomers  bring. 

In  the  jovial  atmosphere  of  PorcFest, 
where  idealists  bond  over  their  shared 
mistrust  of  rules  and  big  institutions,  the 
prospect  of  a  future  New  Hampshire  that 
can  do  without  such  things  seems  far¬ 
fetched.  Tech  geeks  (who  still  dominate  the 
Free  State  movement)  enjoy  home-made 
“bananarchy”  ice  cream  while  prattling  on 
about  the  power  of  crypto-currencies.  “Bit- 
coin  can  topple  governments  and  end 
war,”  gushes  one  fan. 

Others  are  more  realistic.  “I’m  an  incre¬ 
mentalist,”  explains  Jason  Sorens,  the  sub¬ 
dued  intellectual  who  dreamed  up  the 
Free  State  Project  while  he  was  getting  his 
PhD  from  Yale.  Now  a  lecturer  at  Dart¬ 
mouth  College  in  Hanover,  he  is  eager  to 
use  New  Hampshire  to  test  libertarian  the¬ 
ories  about  enlightened  self-interest  and 
reciprocal  altruism,  small  government  and 
large  networks  of  voluntary  institutions. 
“We  don’t  have  all  the  answers,”  he  says, 
“but  it’s  worth  the  experiment.”  ■ 


Clothing-optional  holidays 

Nudists  on  cruises 


FIRE  ISLAND,  NEWYORK 

The  right  to  bare  arms,  legs  and  other 
body  parts 

AMERICANS  are,  on  the  whole,  much 
ilmore  squeamish  about  public  nudity 
than  Europeans.  Even  a  toddler  frolicking 
naked  on  a  sunny  beach  attracts  disap¬ 
proving  frowns.  No  federal  law  bars  public 
nudity,  but  plenty  of  state  and  local  rules 
do.  Last  summer,  for  example,  New  York 
began  enforcing  a  state  law  banning  public 
nudity,  nixing  the  state’s  last  remaining 
nudist  haunt  on  Fire  Island.  Only  a  handful 
of  beaches  in  America  officially  allow 
folks  to  bob  away  in  the  buff. 

Yet  as  National  Nude  Recreation  Week 
begins  on  July  7th,  American  naturists  are 
grinning  and  baring  it.  Tourism  by  the  tan- 
line-averse  generates  more  than  $440m  a 
year,  according  to  the  American  Associa¬ 
tion  for  Nude  Recreation  (aanr).  Early 
nudists  may  have  been  happy  gathering  at 
campsites,  but  today  they  like  to  be  pam¬ 
pered.  Of  the  more  than  250  nudist  and 
clothing-optional  resorts  and  clubs  sprin¬ 
kled  around  the  country,  the  small  mom- 
and-pop  operations  are  folding,  while  the 
survivors  are  going  upmarket,  says  Susan 
Weaver  of  aanr.  The  Cypress  Cove  Nud¬ 
ist  Resort  &  Spa  in  Florida,  for  example,  be¬ 
gan  in  the  1960s  as  “basically  a  lakefront 
with  a  windscreen,”  says  Ted  Hadley,  its 


owner.  Now  it  is  a  300-acre  resort,  with  hot 
tubs,  restaurants,  and  a  spa. 

“We’re  busier  than  a  coot,”  says  Donna 
Daniels  of  Castaways  Travel,  which  ar¬ 
ranges  nudist  cruises  and  other  vacations. 
Except  for  a  dip  in  business  in  2008,  the  30- 
year-old  company  has  been  growing 
steadily,  and  surged  20%  last  year.  Nude  tra¬ 
vel  is  “a  tremendous  niche”,  says  Nancy 
Tiemann  of  Bare  Necessities,  another 
nude-cruise  firm.  Its  first  cruise  in  1990  in¬ 
volved  36  passengers  on  a  boat  in  the  Ba¬ 
hamas.  Last  year  it  chartered  a  ship  big 
enough  to  carry  3,000  on  the  Caribbean. 

One  reason  for  the  rise  in  luxury  nudist 
travel  is  that  customers  are  ageing.  Nudists 
tend  to  be  older,  richer  and  whiter  (ok, 
pinker)  than  the  national  average,  and  they 
travel  mostly  in  romantic  pairs,  says  Bob 
Morton  of  the  Naturist  Action  Committee, 
an  advocacy  group.  Many  are  not  full-time 
naturists  but  think  a  clothing-optional 
holiday  sounds  fun:  some  18%  of  American 
leisure  travellers  say  they  are  game  for  it, 
according  to  a  2014  survey  by  mmgy  Glo¬ 
bal,  a  marketing  firm. 

There  is  still  plenty  of  demand  for  pub¬ 
lic  nudist  beaches.  Haulover  Beach  in  Mi¬ 
ami,  the  country’s  largest,  lures  more  than 
1.3m  visitors  each  year,  many  of  them  “cot¬ 
tontails”  (white-bummed  novices),  says 
Shirley  Mason,  the  beach’s  founder.  They 
spend  over  $1  billion  a  year,  according  to 
Miami’s  convention  and  visitors  bureau. 
Ms  Mason  is  now  raising  capital  to  create 
three  new  clothing-optional  resorts  near 
the  beach. 

But  there  are  few  public  beaches  like 
Haulover  left.  This  is  the  challenge  facing 
the  nudist  travel  industry:  few  people 
know  they  want  to  do  it  until  they  try  it, 
perhaps  by  stumbling  on  an  inviting  beach 
of  cottontails.  Or  as  Mr  Morton  says  of  the 
joys  of  skinny-dipping:  “I  can’t  explain  it  if 
you  haven’t  experienced  it,  and  if  you  have 
I  don’t  need  to.”  ■ 


Not  all  golf  clubs  have  strict  dress  codes 
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Lexington  |  Call  him  Queen  Bee 


The  myth  of  an  omnipotent  presidency  makes  it  harder  to  get  a  competent  one 


FOR  anyone  who  doubts  that  America  is  the  land  of  the  free, 
the  ability  of  the  Supreme  Court  to  turn  a  question  posed  by  a 
Pepsi  distributor  into  a  ruling  that  restricts  presidential  power 
ought  to  be  reassuring.  In  nlrb  v  Noel  Canning  the  court  decided 
on  June  26th  that  Barack  Obama  had  acted  unconstitutionally 
when  he  appointed  people  to  the  board  of  a  federal  agency  while 
the  Senate  was  technically  still  in  session.  That  the  decision  was 
unanimous  must  have  stung  the  constitutional  law  professor  in 
the  White  House  as  much  as  it  delighted  Republicans.  The  day  be¬ 
fore  the  court’s  decision,  John  Boehner,  the  Speaker  of  the  House 
of  Representatives,  announced  plans  to  sue  the  president  for 
overreaching  his  authority  and  for  enforcing  laws  selectively. 
“We  elected  a  president,”  Mr  Boehner  wrote  to  his  colleagues. 
“We  didn’t  elect  a  monarch  or  king.” 

If  Mr  Obama  is  the  tyrant  that  his  opponents  allege  then  he 
seems  to  have  a  highly  whimsical  notion  of  how  to  use  his  pow¬ 
er.  The  list  of  things  he  has  left  undone  is  long.  It  grew  longer 
when  Mr  Boehner  told  the  president  last  month  that  there  would 
be  no  vote  on  immigration  reform  before  the  mid-term  elections. 
The  other  side  of  the  ledger  has  looked  underwhelming  ever 
since  Republicans  took  control  of  the  House  in  2010.  Mr  Obama’s 
recent  accomplishments  include  giving  federal  workers  the  right 
to  request  more  flexible  working  hours  and  a  federal  strategy  for 
the  protection  of  bees.  This  being  the  Obama  White  House,  the 
second  of  these  came  with  a  slightly  spurious  estimate  of  the  con¬ 
tribution  to  the  economy  made  by  winged  pollinators  ($24  bil¬ 
lion,  or  about  a  third  of  Amazon’s  yearly  revenue).  Bees  are  im¬ 
portant,  but  Mr  Obama  would  not  be  so  interested  in  apiarian 
workers  if  he  were  able  to  effect  more  change  for  the  human  sort. 

Despite  heaps  of  evidence  to  the  contrary,  the  notion  that  the 
president  calls  the  shots  in  American  politics  refuses  to  go  away. 
Mr  Obama,  in  this  telling,  could  get  much  more  done  if  he  tried  a 
bit  harder  to  make  deals  with  Republicans.  The  idea  has  its  roots 
in  the  decades  in  the  middle  of  the  20th  century,  from  the  New 
Deal  programmes  of  the  1930s  to  the  Great  Society  ones  of  the 
1960s,  when  presidents  did  indeed  get  much  of  what  they  want¬ 
ed.  Collective  memory  is  somewhat  selective:  both  Franklin  Roo¬ 
sevelt  and  Lyndon  Johnson  enjoyed  thumping  majorities  in  Con¬ 
gress  when  they  seemed  at  their  most  imperial.  (Granted,  the 


parties  were  less  ideologically  homogenous  then.  Johnson,  a 
Democrat,  faced  fierce  opposition  from  his  own  party  when 
pushing  his  great  civil-rights  reforms,  and  needed  all  his  arm- 
twisting  skill  to  overcome  it.) 

Roosevelt  and  Johnson  also  benefited  from  some  one-off 
changes.  As  the  boarding  houses  near  the  Capiitol  where  con¬ 
gressmen  slept  were  knocked  down  and  turned  into  offices,  law¬ 
makers  moved  their  families  to  Washington,  where  their  children 
went  to  school  with  each  other  and  played  tennis  at  weekends. 
They  still  disagreed  about  plenty  but  were  more  likely  to  trust 
each  other.  The  Vietnam  war  and  the  introduction  of  regular 
flights  back  to  constituencies  ended  all  this.  With  hindsight,  the 
dealmaking  between  Ronald  Reagan  (born  1911)  and  the  Demo¬ 
cratic  Speaker  of  the  House,  Tip  O’Neill  (born  1912),  looks  like  its 
last  great  flowering,  though  Bill  Clinton  cut  some  good  deals  with 
Republicans,  such  as  welfare  reform.  It  would  be  nice  if  Mr 
Obama  could  do  the  same,  but  there  is  scant  prospect  of  it. 

History  has  built  up  unrealistic  expectations  of  the  presidency. 
Mr  Obama  has  fed  them  by  promising  more  than  he  can  deliver. 
He  began  this  year  by  vowing  to  use  his  pen  and  phone  to  get 
things  moving  if  Congress  would  not  co-operate.  On  July  1st  he  re¬ 
peated  himself.  “We  can’t  wait  for  Congress  to  actually  get  going 
on  issues  that  are  vital  to  the  middle  class,”  he  said,  pledging 
more  executive  actions,  a  kind  of  presidential  decree  that  is  limit¬ 
ed  in  scope  and  can  easily  be  overturned  by  a  successor.  It  is  hard 
to  blame  the  president  for  exaggerating  his  powers  a  little:  politics 
is  a  sales  job.  But  he  is  adding  to  what  Richard  Neustadt  identified 
in  “Presidential  Power”  as  the  office’s  main  weakness:  “the  great 
gap  between  what  is  expected  of  a  man  (or  someday  a  woman) 
and  assured  capacity  to  carry  through”. 

He’ll  never  be  royal 

If  the  conditions  that  once  made  presidents  seem  like  emperors 
have  disappeared,  that  ought  to  lead  to  a  more  limited  form  of . 
government.  Instead,  America  is  left  with  the  institutions  de¬ 
vised  in  the  middle  of  the  20th  century  but  governed  by  a  differ¬ 
ent  strain  of  politics.  Mr  Obama’s  attempt  to  bypass  Congress 
when  making  appointments  to  federal  agencies,  which  earned 
the  Supreme  Court’s  rebuke,  was  provoked  by  the  Senate’s  refus¬ 
al  to  confirm  his  proposed  nominees,  or  even  to  consider  voting 
on  some  of  them.  This  has  left  important  federal  agencies,  in  ar¬ 
eas  from  health  care  to  immigration,  with  no  confirmed  bosses 
for  long  stretches  of  Mr  Obama’s  administration.  The  president 
has  tried  to  get  around  this  by  sticking  his  people  in  position  dur¬ 
ing  recesses.  Senate  Republicans  responded  with  make-believe 
sessions  attended  by  a  member  who  announces  that  the  cham¬ 
ber  is  sitting  and  then  adjourns  it  moments  later,  a  tactic  pursued 
enthusiastically  by  Democrats  to  thwart  George  W.  Bush  at  the 
end  of  his  second  term. 

The  result  is  a  system  that  only  gets  things  done  when  the 
same  party  controls  the  presidency  and  both  arms  of  Congress. 
“Being  the  minority  used  to  mean  that  you  shared  a  lot  of  inter¬ 
ests,  like  a  minority  shareholder,”  says  Tom  Davis,  a  former  Re¬ 
publican  congressman.  “Now  it  means  you  are  the  opposition.” 
Despite  the  impression  given  by  the  Supreme  Court  and  by  Mr 
Boehner’s  lawsuit,  the  monarch  Mr  Obama  currently  resembles 
is  not  George  III  but  a  queen  bee:  bigger  than  everyone  else  but 
not  really  in  control  of  the  hive  and  likely  to  be  stung  to  death  as 
her  powers  fade,  to  be  replaced  by  another.  Unfortunately  the 
idea  of  the  omnipotent  president  is  harder  to  kill.  ■ 
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Mexico's  reforms 


The  power  and  the  glory 


MORELOS  AND  QUERETARO 

Foreigners  enthuse  over  Enrique  Pena  Nieto’s  reforms.  Mexicans  are  warier 


TWENTY  years  ago  Juan  Morales  shut 
his  beautifully  preserved  19th-century 
mill  in  Morelos,  a  village  in  Coahuila  close 
to  the  Texan  border,  after  reductions  to  sub¬ 
sidies  made  the  flour  business  unprofit¬ 
able.  Now  he  hopes  the  mill  will  get  a  new 
lease  of  life,  thanks  to  a  historic  energy  re¬ 
form  by  President  Enrique  Pena  Nieto  (pic¬ 
tured).  Instead  of  producing  flour,  Mr  Mo¬ 
rales  plans  to  generate  electricity,  using 
water  from  his  millstream  and  a  newly  ac¬ 
quired  power  turbine.  For  the  first  time  he 
will  be  able  to  sell  it  to  the  local  grid. 

Until  now,  almost  all  electricity  in  the 
country  has  been  generated  by  the  Federal 
Electricity  Commission  (cfe),  a  state  mo¬ 
nopoly  whose  smoke-belching  plants  in 
Nava,  ten  miles  (16km)  away,  guzzle  so 
much  coal  that  there  are  huge  tailbacks  of 
the  sooty  lorries  that  deliver  it.  Like  Mr  Mo¬ 
rales,  the  cfe  has  its  eyes  on  a  brighter  fu¬ 
ture.  According  to  its  boss,  Enrique  Ochoa, 
the  energy  reform  will  enable  it  to  become 
more  than  just  an  electricity  giant. 

For  the  first  time  it  will  be  able  to  sell 
natural  gas  to  private-sector  users-a  busi¬ 
ness  previously  reserved  for  Pemex,  the 
state  oil  monopoly.  It  will  build  up  to  seven 
new  gas-fired  power  plants  to  cut  down  on 
the  use  of  dirty  and  expensive  fuel  oil.  It 
will  also  provide  long-term  gas  contracts  to 
foster  the  creation  of  a  new  pipeline  net¬ 
work  built,  owned  and  operated  by  private 


I  More  energy,  less  growth 
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firms.  Mr  Ochoa  wants  Mexico  to  look  like 
Texas,  which  is  one-third  the  size  of  Mexico 
but  has  seven  times  as  many  natural-gas 
pipelines.  Already  pipeline  projects  worth 
$2.2  billion  have  been  announced.  “It’s  go¬ 
ing  to  be  marvellous,”  he  beams. 

Mexico’s  energy  overhaul  is  the  crown 
jewel  in  a  programme  of  seven  reforms 
(see  table  on  next  page)  undertaken  by  Mr 
Pena  since  he  took  office  in  late  2012.  The 
energy  reform  is  partly  about  drilling  for 
hydrocarbons.  Oil  majors  are  already  sali¬ 
vating  at  the  thought  of  an  end  to  Pemex’s 
76-year-old  monopoly,  and  of  reversing  a 
decade-long  slump  in  oil  production;  oth¬ 
ers  are  focused  on  new  sources  of  energy, 


such  as  shale  oil  and  gas.  But  the  biggest 
prize  is  cheaper  electricity. 

Mexico  is  already  a  manufacturing 
powerhouse.  It  makes  almost  a  quarter  of 
vehicles  imported  into  the  United  States; 
on  June  27th  Japan’s  Nissan  and  Ger¬ 
many’s  Daimler  said  they  would  spend 
$1.4  billion  to  build  compact  luxury  cars  in 
Mexico,  coming  after  a  $2  billion  plant  that 
Nissan  opened  late  last  year.  But  industrial 
electricity  costs  are  almost  80%  higher  than 
in  the  United  States,  which  means  that  en¬ 
ergy-intensive  industries,  like  plastics  and 
metals,  have  not  done  nearly  as  well  as 
trades  like  carmaking  (see  chart).  Lower 
bills  would  make  them  much  more  com¬ 
petitive.  “With  cheap  energy,  Mexico  will 
be  unstoppable,”  says  Luis  de  la  Calle,  a 
pro-reform  economist. 

Few  emerging  markets  can  boast  a  re¬ 
form  agenda  as  ambitious  as  Mr  Pena’s. 
Some  outsiders  put  it  on  a  par  with  Shinzo 
Abe’s  “Abenomics”  programme  in  Japan. 
Yet  the  mood  in  Mexico  itself  is  much  more 
downbeat.  An  end-of-June  deadline  for 
passing  secondary  laws  to  flesh  out  the  re¬ 
forms  in  energy  and  telecoms  has  come 
and  gone  as  the  ruling  Institutional  Revolu¬ 
tionary  Party  (pri)  haggles  with  the  oppo¬ 
sition.  A  vote  on  this  legislation  is  now 
hoped  for  later  this  summer.  The  economy 
is  crawling  along,  partly  because  a  tax-col¬ 
lection  drive  has  not  been  matched  by  a 
boost  in  public  spending.  Many  fret  about 
the  capacity  of  freshly  minted  regulatory 
bodies  to  stand  up  to  the  likes  of  Pemex. 

A  sense  of  pessimism  prevails  even 
among  businessmen  well  placed  to  benefit 
from  the  reforms.  Galo  Bertin  founded  Es- 
pecialistas  en  Turbopartes  23  years  ago  in 
Oueretaro,  one  of  Mexico’s  most  dynamic 
cities.  His  firm  repairs  turbines  used  in 
electricity  generation,  oil  production  and  ►► 
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►  manufacturing-the  very  industries  that 
should  benefit  most  from  an  energy  revo¬ 
lution.  Mr  Bertin  is  a  rarity  in  Mexico:  a  self- 
made  man  who  has  stitched  a  local  busi¬ 
ness  into  global  supply  chains.  He  proudly 
shows  off  a  new  area  of  the  factory  being 
built  to  handle  what  he  expects  will  be  a 
surge  of  aerospace  orders. 

Yet  he  has  grave  doubts  about  the  im¬ 
pact  of  Mr  Pena’s  reforms  on  the  country  at 
large.  Following  a  tax  reform  last  year,  Mr 
Bertin  says  his  business  has  ground  to  a 
halt  for  the  first  time  in  its  life  because  of 
finicky  rules  on  payroll  and  investment 
that  his  accountants  are  still  trying  to  fath¬ 
om.  He  ridicules  the  government’s  pro¬ 
mise  that  energy  costs  will  fall.  “I  bet  you 
lunch  that  prices  won’t  come  down,”  he 
tells  The  Economist.  Such  scepticism  is  un¬ 
derstandable.  Mexico  has  been  in  the  grip 
of  monopolies  and  duopolies  for  so  long 
that  people  know  little  other  than  high 
prices  and  poor  service. 

Big  business,  too,  has  its  misgivings.  It  is 
widely  rumoured  that  Carlos  Slim,  owner 
of  a  phone  empire  that  has  made  him  one 
of  the  world’s  richest  men,  has  stopped  in¬ 
vesting  in  his  existing  telecoms  networks 
in  Mexico  and  is  worried  that  a  telecoms- 
and-broadcasting  reform  unfairly  favours 
his  arch-rival  Televisa,  the  biggest  tv  com¬ 
pany  (and  a  staunch  backer  of  Mr  Pena).  A 
plunge  in  telecoms  investment  is  a  big  fac¬ 
tor  behind  the  economic  slowdown. 

A  movement,  not  a  moment 

What  is  more,  businessmen  have  looked  in 
vain  for  infrastructure  contracts  that  were 
supposed  to  rain  down  this  year.  Though 
the  finance  ministry  has  boasted  of  a  surge 
in  money  allocated  to  public  spending, 
hardly  any  of  it  has  been  spent,  says  Roge- 
lio  Ramirez  de  la  O,  a  consultant.  Some  ac¬ 
cuse  Luis  Videgaray,  the  finance  minister 
and  brains  behind  the  reforms,  of  micro- 
managing  public-spending  projects  too 
zealously.  They  hope  that  a  series  of  big 
projects,  such  as  a  long-awaited  new  air¬ 
port  for  Mexico  City,  will  get  under  way 
once  the  energy  reform  is  completed. 

Others  still  believe  the  main  aim  of  Mr 


Pena’s  administration  is  to  consolidate 
central-government  power  (via  a  higher 
tax  take  and  the  creation  of  numerous  reg¬ 
ulatory  bodies)  rather  than  to  support  free 
enterprise.  As  one  investment  banker  puts 
it,  there  is  a  growing  concern  within  the 
private  sector  that  a  cartel  of  big  business¬ 
men  is  being  replaced  by  an  over-powerful 
gang  of  politicians. 

Supporters  of  the  reforms  contend  that 
the  complaints  from  big  firms  reflect  a 
healthier  relationship  between  the  gov¬ 
ernment  and  the  private  sector.  They  note 
that  Mexico  has  a  low  tax  take  relative  to 
other  members  of  the  oecd,  a  rich-coun¬ 
try  club,  partly  because  big  companies 
have  been  so  good  at  dodging  taxes.  “Some 
of  their  anger”,  one  official  says,  “is  that 
they  [were]  used  to  being  very  close  to  the 
government  and  negotiating  with  it.  This 
government  is  hearing  them  but  not  nego¬ 
tiating  with  them.” 

Even  the  squeals  of  small  firms  are  giv¬ 
en  short  shrift.  Though  they  too  have 
found  the  fiscal  reform  tough,  government 
officials  say  much  of  the  pain  is  caused  by 
the  closure  of  tax  loopholes.  They  argue 
that  a  payoff  will  come  eventually  through 
lower  prices,  thanks  to  the  energy  and  tele¬ 
coms  reforms;  cheaper  credit  via  more 
competitive  banks;  and  less  informality  as 
a  result  of  incentives  for  small  firms  to  reg¬ 
ister  with  tax  authorities. 

The  government  hopes  that  the  bene¬ 
fits  of  the  reforms-jobs  growth,  more  cred¬ 
it,  better  education,  more  oil-will  be  visi¬ 
ble  before  Mr  Pena’s  term  ends  in  2018. 
Lower  electricity  bills,  the  most  obvious 
sign  of  success,  could  arrive  sooner  still  if 
cheap  natural  gas  is  imported  in  greater 
quantities  from  the  United  States  and  new 
sources  of  power  generation  are  devel¬ 
oped  in  Mexico.  With  so  much  riding  on 
the  reforms,  the  last-minute  delays  in  Con¬ 
gress  are  frustrating.  The  task  of  improving 
productivity  in  the  rump  of  small  busi¬ 
nesses  is  immense;  the  risk  of  a  fall  in  oil 
prices,  which  would  clobber  government 
revenues,  is  skated  over.  But  when  they  are 
finally  passed,  the  benefits  of  Mr  Pena’s 
programme  will  outweigh  the  costs.  ■ 


The  Pena  agenda 

Area 

Status 

Nature  of  reform 

Anti-monopoly* 

Secondary  laws  approved 

Creates  new  competition  authorities.  Increases  jail  terms  for  offenders 

Banking 

Approved 

Improves  competition  among  Mexico's  big,  mostly  foreign-owned  banks. 
Strengthens  development  banks 

Education* 

Secondary  laws  approved 

Introduces  evaluation  of  teachers  in  order  to  improve  standards. 

Creates  autonomous  regulator 

Energy* 

Secondary  legislation 
not  yet  approved 

Ends  state  monopolies  of  Pemex  and  CFE.  Enables  foreign  firms  to  drill  in 
deepwater  fields  and  shale  beds.  Existing  regulators  to  be  strengthened 

Fiscal 

Approved 

Raises  taxes,  raises  spending,  cuts  tax  loopholes 

Political 

Approved  in  Congresst 

Allows  re-election  of  members  of  Congress  and  more  federal  oversight 
of  local  elections 

Telecoms  and 
broadcasting* 

Secondary  legislation 
not  yet  approved 

Aims  to  increase  fixed-line,  mobile  and  internet  penetration  in  Mexico. 
Special  regulations  for  America  Movil  and  Televisa 

Source:  The  Economist 

•Constitutional  changes  tMany  states  still  need  to  ratify 
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Canada's  First  Nations 

The  atlas  of  King 
George 

OTTAWA 

A  250-year-old  promise  to  indigenous 
peoples  still  binds 

W'HEN  King  George  III  proclaimed  in 
1763  that  Canada’s  indigenous  peo¬ 
ples  had  rights  to  their  ancestral  lands,  it 
bought  peace  with  the  locals  who  outnum¬ 
bered  and  sometimes  outfought  the  British 
colonists.  But  as  the  balance  of  inhabitants 
shifted-indigenous  people  now  account 
for  only  4.3%  of  the  population-govern¬ 
ments  took  an  increasingly  narrow  view  of 
that  promise.  In  some  cases  they  ignored  it 
completely.  On  June  26th  the  Supreme* 
Court  of  Canada  provided  a  sharp  remind¬ 
er  that  King  George’s  word  is  still  law. 

The  Court  ruled  that  the  Tsilhqot’in 
First  Nation  had  title  to  1,700  square  km 
(650  square  miles)  of  land  in  the  western 
province  of  British  Columbia  (bc).  Unlike 
many  First  Nations  groups  (as  Canada’s  in¬ 
digenous  Indians  are  known)  outside  bc, 
the  Tsilhqot’in,  who  number  about  3,500, 
never  ceded  rights  through  a  treaty  to  their 
remote,  mountainous  territory.  When  the 
province’s  government  granted  logging 
rights  to  a  private  company  in  1983,  the 
Tsilhqot’in  fought  back  through  the  courts. 
The  unanimous  Supreme  Court  decision  is 
the  culmination  of  that  battle. 

The  decision  will  have  wider  effects. 
Gordon  Gibson,  author  of  a  book  on  Cana¬ 
dian  Indian  policy,  predicts  it  will  cause 
chaos  and  cast  a  pall  on  the  development 
of  natural  resources.  Ecstatic  indigenous 
leaders  think  it  will  give  them  more  say 
over  resource  projects  across  the  country. 
The  lawyer  who  represented  the  Tsilh¬ 
qot’in  in  court  noted  that  the  proposed 
Northern  Gateway  pipeline  to  carry  Alber-  ►► 
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►  ta  crude  to  the  west  coast,  approved  by  the 
federal  government  in  June,  crosses  land 
that  could  be  subject  to  similar  claims. 

Although  this  was  the  first  time  the  Su¬ 
preme  Court  of  Canada  had  affirmed  in¬ 
digenous  title  to  a  specific  parcel  of  land,  it 
had  been  inching  towards  this  moment 
since  1973.  That  was  when  it  recognised 
that  indigenous  title  existed.  Later  cases 
clarified  that  the  Crown  did  not  have  a  pre¬ 
eminent  claim  on  territory  not  covered  by 
treaty.  In  its  latest  ruling  the  court  said  that 
the  nomadic  Tsilhqot’in  could  claim  areas 
where  they  routinely  hunted  and  trapped 
in  addition  to  sites  where  they  lived. 


“It’s  a  step  rather  than  a  leap,”  says  Bob 
Rae,  a  lawyer  and  former  mp  who  now 
specialises  in  indigenous  law.  The  ruling 
applies  to  unceded  land  and  not  to  territo¬ 
ry  covered  by  the  numerous  treaties  in 
much  of  the  rest  of  Canada.  Governments 
retain  the  right  to  override  indigenous  title, 
but  only  for  what  the  court  called  “compel¬ 
ling  and  substantial”  objectives. 

That  said,  companies  with  their  eye  on 
Canada’s  natural  resources  have  seen  that 
indigenous  groups  are  increasingly  assert¬ 
ing  their  legal  right  to  be  consulted  before 
development  takes  place  on  their  territory. 
The  Supreme  Court  helpfully  pointed  out 


that  obtaining  the  consent  of  an  indige¬ 
nous  group  in  advance  will  help  govern¬ 
ments  and  firms  avoid  a  lot  of  legal  grief. 

The  biggest  impact  is  likely  to  be  felt  in 
bc,  very  little  of  which  is  covered  by  treaty 
because  successive  provincial  govern¬ 
ments  refused  to  recognise  the  existence  of 
indigenous  title  until  forced  to  do  so  by 
court  rulings  in  the  1990s.  The  bc  govern¬ 
ment  has  been  dragging  its  heels  in  treaty 
negotiations  and  opposed  the  Tsilhqot’in 
in  court.  Resource  companies  wanting  cer¬ 
tainty  for  their  investments  will  now  add 
their  voices  to  those  of  the  indigenous 
groups  in  seeking  treaties.  ■ 


Bello 


Argentina’s  debt  stand-off  reflects  a  teenage  attitude  that  rules  are  there  to  be  broken 


IT  HARDLY  came  as  a  shock  that  Luis 
Suarez,  a  gifted  but  psychologically 
flawed  Uruguayan  striker,  expressed  his 
frustration  at  failing  to  score  against  Italy 
in  a  World  Cup  match  on  June  24th  by  bit¬ 
ing  an  opponent.  After  all,  he  had  done  so 
twice  before.  More  surprising  was  the  re¬ 
action  of  Uruguay’s  authorities,  both 
footballing  and  political.  First  came  deni¬ 
al  and  conspiracy  theory:  the  bite  marks 
were  photoshopped,  or  an  old  wound. 
Then  came  outrage  at  the  stiff  ban  im¬ 
posed  on  Mr  Suarez,  who  was  welcomed 
home  as  a  wronged  hero.  His  action  was 
no  more  than  a  childish  prank,  claimed 
Jose  Mujica,  Uruguay’s  president. 

In  colluding  with  Mr  Suarez’s  viola¬ 
tion  of  the  laws  of  football,  the  often  sen¬ 
sible  Mr  Mujica  was  indulging  in  a  prac¬ 
tice  that  is  far  more  common  across  the 
River  Plate  in  Argentina  than  it  is  in  law- 
abiding  Uruguay:  the  exercise  of  a  kind  of 
teenage  narcissism  in  which  it  is  fine  to 
break  rules  you  don’t  like,  in  the  belief 
that  you  will  get  away  with  it.  And  if  you 
don’t,  well,  it’s  unfair  because  the  world  is 
against  you.  There  is  an  Argentine  term 
that  captures  at  least  part  of  this  mindset: 
viveza  criolla,  or  “native  cunning”. 

Viveza  criolla  has  been  a  hallmark  of 
Argentine  economic  policy  under  both 
President  Cristina  Fernandez  de  Kirchner 
and  her  late  husband  and  predecessor, 
Nestor  Kirchner.  The  notion  that  Argenti¬ 
na  could  play  by  its  own  rules,  rather  than 
by  those  of  economics  or  the  rest  of  the 
world,  was  symbolised  in  the  govern¬ 
ment’s  denial  of  the  inflationary  impact 
of  its  expansionary  policies  by  fiddling 
the  consumer-price  index.  Meanwhile, 
the  Kirchners  heaped  blame  on  the  imf 
for  all  the  country’s  problems. 

A  certain  solipsism  applies,  too,  to  the 
government’s  handling  of  its  row  with  its 
“holdout”  bondholders,  which  has  now 


brought  the  country  to  the  brink  of  default 
for  the  second  time  in  a  dozen  years.  Cer¬ 
tainly,  Argentina  had  little  choice  but  to  re¬ 
structure  its  debts  to  bondholders-many 
of  whom  had  been  handsomely  rewarded 
for  the  risk  of  default-after  the  economy 
collapsed  in  2001-02. 

Yet  nine  years  after  a  first  restructuring 
deal,  which  inflicted  a  big  write-down  on 
bondholders,  Argentina  finds  itself  in  a 
tight  spot.  The  refusal  last  month  of  the  Un¬ 
ited  States  Supreme  Court  to  hear  its  ap¬ 
peal  against  a  lower-court  ruling  in  New 
York  that  it  must  pay  in  full  the  8%  of  bond¬ 
holders  who  refused  both  the  2005  bond 
swap  and  a  second  one  in  2010  means  that 
it  has  no  practical  alternative  but  to  negoti¬ 
ate  with  these  holdouts.  The  lower  court 
on  June  27th  ruled  that  in  the  absence  of  a 
settlement  with  the  holdouts,  Argentina’s 
deposit  of  $539m  in  a  trustee’s  account  in 
order  to  make  a  scheduled  payment  on  its 
restructured  bonds  was  “illegal”. 

Many  neutrals  might  agree  with  Ms  Fer¬ 
nandez  that  “vulture”  funds-as  specialists 
in  distressed  debt  are  known-are  not  so¬ 
cially  useful.  They  might  also  conclude 
that  Judge  Thomas  Griesa’s  interpretation 


of  the  pari  passu  rule-legalese  for  equal 
treatment-in  the  original  bond  docu¬ 
mentation  undermines  not  just  common 
sense  but  also  the  global  financial  system 
and  New  York’s  place  in  it  by  making 
sovereign-bond  restructurings  harder. 

That  happens  to  be  Bello’s  view.  But 
this  ignores  Argentina’s  unique  insistence 
on  living  by  its  own  rules.  Several  other 
countries-including  Uruguay  in  2003- 
have  managed  to  restructure  their  debts 
without  running  foul  of  courts  and  credi¬ 
tors  in  the  same  way.  By  taking  so  long  to 
restructure,  and  by  twice  passing  a  law  ex¬ 
plicitly  banning  any  reopening  of  the 
debt  swap  or  making  any  sort  of  deal  with 
the  holdouts,  Argentina  has  done  its  best 
to  make  Judge  Griesa’s  definition  of  pari 
passu  seem  intellectually  coherent. 

What  explains  this  cultural  trait, 
which  is  most  marked  in  Argentina  but 
present  to  a  lesser  degree  in  many  Latin 
American  countries?  Some  might  ascribe 
it  to  the  region’s  “post-colonial”  condi¬ 
tion.  If  so,  after  200  years  of  indepen¬ 
dence,  it  is  time  to  grow  up.  The  point  is  to 
work  to  change  unfair  rules,  rather  than 
ignore  them.  Others  might  say  it  is  simply 
part  and  parcel  of  the  weakness  of  the 
rule  of  law  in  Latin  America. 

Argentina  now  has  less  than  a  month 
in  which  to  reach  a  deal  with  the  holdouts 
or  default  on  its  restructured  bonds.  There 
is  one  cause  for  hope.  In  2001  the  initial 
default  was  greeted  in  Argentina’s  Con¬ 
gress  with  cheering,  as  if  it  was  a  World 
Cup  goal.  This  time  nobody  is  cheering. 
Even  Ms  Fernandez  seems  to  want  the 
country  to  rejoin  the  world.  Argentina’s 
foreign  reserves  are  close  to  a  seven-year 
low.  And  she  is  intent  on  getting  to  the  end 
of  her  term  next  year  without  meltdown. 
As  Mr  Suarez  has  found,  you  break  the 
rules  at  your  peril.  Sooner  or  later,  reality 
has  a  way  of  biting  back. 


Indonesia's  election 

Knife’s  edge 


JAKARTA 

Indonesia’s  presidential  race  tightens  as  election  day  approaches 


IN  LATE  June  the  two  candidates  in  Indo¬ 
nesia’s  presidential  race  both  held  rallies 
in  Jakarta,  the  capital.  Supporters  of  Joko 
Widodo,  known  to  all  as  Jokowi  (pictured 
right),  walked  and  cycled  through  the  cen¬ 
tral  business  district.  From  a  stage  set  up  at 
a  roundabout,  Jokowi  thanked  his  suppor¬ 
ters  in  a  brief,  rather  flat  speech. 

Prabowo  Subianto  (pictured  left)  held 
his  rally  at  Bung  Karno  stadium,  which 
seats  more  than  80,000.  Trumpeters  and 
drummers  heralded  his  arrival  in  a  white 
convertible.  He  was  flanked  by  his  running 
mate,  Hatta  Rajasa,  and  by  leaders  of  the 
parties  in  his  coalition-all  wearing  identi¬ 
cal  white  shirts.  The  rally  did  not  quite 
reach  the  theatrical  heights  of  an  event 
back  in  March,  where  he  arrived  by  heli¬ 
copter  and  pranced  astride  a  bay  charger. 
But  he  delivered  a  fiery  speech,  and  was 
carried  off  on  the  shoulders  of  cheering 
supporters. 

Vulgar  showmanship,  no  doubt.  But  Mr 
Prabowo  has  run  a  devastating  campaign 
against  Jokowi,  clawing  his  way  back  in 
opinion  polls  from  a  39-point  deficit.  The 
election,  which  will  be  held  on  July  9th,  is 
too  close  to  call.  On  June  30th  Jokowi  was 
polling  at  46%  of  the  votes  and  Mr  Pra¬ 
bowo  at  42.6%. 

Jokowi  is  an  unusual  politician.  A  me¬ 
diocre  orator,  his  appeal  rests  on  his  hum¬ 
ble  roots  as  a  furniture  seller,  his  can-do 
pragmatism  and  a  reputation  unsullied  by 
corruption.  He  has  no  great  fortune,  and, 


unlike  many  of  those  born  into  political  in¬ 
fluence,  was  not  educated  abroad. 

With  a  cupboard  free  of  skeletons,  he 
built  a  name  for  effective  governance,  first 
as  mayor  of  the  mid-sized  Javanese  city  of 
Solo  and  then  as  governor  of  Jakarta.  He 
was  good  at  the  unsexy  problems  of  dredg¬ 
ing  canals,  collecting  rubbish  and  provid¬ 
ing  health  care-life-improving  things  that 
ordinary  people  notice.  He  made  a  point  of 
walking  through  neighbourhoods  and  lis¬ 
tening  to  constituents-a  rarity  in  Indone¬ 
sia.  He  is  often  compared  to  Barack  Obama 
for  the  way  he  energised  voters-even  be¬ 
fore  he  officially  launched  his  campaign. 

The  difference  is  that  Mr  Obama  was  a 
near-perfect  campaigner.  Jokowi  has  been 
disappointing.  He  never  grasped  that  run¬ 
ning  for  president  is  a  different  game  from 
running  for  smaller  offices.  Promises  of 
good  governance  are  not  enough.  Some¬ 
one  close  to  his  team  says  two  failings 
stand  out.  First,  Jokowi  has  lacked  a  ruth¬ 
lessly  professional  campaign.  His  handlers 
have  not  swatted  down  the  smears  that 
could  never  be  traced  back  to  Mr  Pra- 
bowo’s  people:  that  Jokowi  was  secretly  a 
Chinese,  a  Christian  or  a  Communist,  or 
that  he  was  the  puppet  of  Megawati  Sukar¬ 
noputri,  a  former  president  and  the  head 
of  the  party  on  whose  ticket  Jokowi  is  run¬ 
ning.  Second,  in  a  country  as  large,  diverse 
and  complex  as  Indonesia,  Jokowi  needed 
to  tell  a  broader  story:  here  is  what  is 
wrong  with  Indonesia,  and  here  is  how  I 
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intend  to  fix  it.  Jokowi  never  developed 
these  storytelling  skills. 

Yet  the  campaign  is  not  merely  about 
one  candidate’s  missed  chances.  It  is  also 
about  how  Mr  Prabowo  seized  the  initia¬ 
tive.  While  Jokowi  started  campaigning 
only  in  March,  Mr  Prabowo  has  in  effect 
been  doing  so  for  a  decade,  having  sought  < 
the  presidency  twice  before.  Both  his  ex- 
wife,  Siti  Hediati  Hariyadi,  daughter  of  the 
late  dictator,  Suharto,  and  his  fabulously 
wealthy  brother,  Hashim  Djojohadiku- 
sumo,  have  campaigned  on  his  behalf.  He 
also  has  the  backing  of  two  television  ty¬ 
coons— Aburizal  Bakrie,  who  heads  the 
Golkar  party,  and  Hary  Tanoesoedibjo.  Be¬ 
tween  them  they  have  five  of  Indonesia’s 
12  terrestrial  television  networks. 

One’s  to  lose,  the  other’s  to  win 

Douglas  Ramage  of  BowerGroupAsia,  a 
business  consultancy,  credits  Mr  Prabowo 
with  giving  Indonesians  “a  message  they 
want  to  hear:  an  assertive,  muscular  Indo¬ 
nesia  that  has  lost  control  of  its  natural  re¬ 
sources  and  had  too  much  of  its  wealth  tak¬ 
en  by  foreigners.”  Mr  Prabowo’s 
nationalist  fulminations  sound  rather 
paranoid,  and  it  is  not  clear  that  he  believes 
them.  But  they  seem  to  be  working. 

There  is  a  darker  side  however.  Mr  Pra¬ 
bowo  has  long  been  dogged  by  talk  of  hu¬ 
man-rights  abuses:  for  instance,  that  in  the 
late  1990s  as  an  army  general  he  ordered 
the  abduction  and  torture  of  pro-democra-  ►► 
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cy  activists  and  helped  stir  up  anti-Chinese 
riots  in  which  many  died.  When  Jokowi’s 
running-mate,  Jusuf  Kalla,  raised  the  alle¬ 
gations  during  a  debate,  Mr  Prabowo  de¬ 
flected  them  by  saying  he  was  simply  a  for¬ 
mer  soldier  who  did  his  duty.  Military 
bluffness  is  part  of  his  political  persona. 

Mr  Prabowo  has  also  expressed  reser¬ 
vations  about  democracy.  He  has  repeat¬ 
edly  expressed  a  desire  for  Indonesia  to  re¬ 
turn  to  its  original  constitution,  which 
placed  great  power  in  the  hands  of  the 
president  and  provided  for  the  holder  of 
that  office  to  be  elected  by  the  legislature 
rather  than  by  popular  vote.  On  June  28th 
he  called  direct  elections  “not  appropriate 
for  us”,  and  said  that  “much  of  our  current 
political  and  economic  systems  go  against 
our  nation’s  fundamental  philosophy, 
laws  and  traditions... They  do  not  suit  our 
culture.” 

Though  Mr  Prabowo  later  backtracked, 
many  worry  that  he  would  see  victory  as  a 
mandate  to  roll  back  direct  elections.  He 
could  do  considerable  political  damage 
just  by  trying.  Marcus  Mietzner,  a  specialist 
in  Indonesian  politics  at  Australian  Na¬ 


tional  University,  believes  that  Mr  Pra- 
bowo’s  anti-democratic  statements  have 
turned  Jokowi,  the  apparent  agent  of 
change,  into  “the  candidate  of  the  status 
quo.  Under  his  presidency,  democracy, 
with  all  of  its  flaws  and  deficiencies,  would 
continue.” 

As  for  their  economic  policies,  both 
candidates  have  espoused  protectionism. 
Jokowi’s  appears  milder.  Foreign  investors 
certainly  prefer  him:  Deutsche  Bank  re¬ 
ports  that  if  Mr  Prabowo  wins,  56%  of  in¬ 
vestors  surveyed  would  sell  their  Indone¬ 
sian  assets  and  just  13%  would  buy,  while  a 
Jokowi  win  would  cause  74%  to  buy  and 
just  6%  to  sell. 

In  truth  their  platforms  are  not  radically 
different.  Both  want  more  roads  and  pow¬ 
er;  both  want  to  keep  in  place  a  ban  on  ex¬ 
ports  of  unprocessed  mineral  ore;  and 
both  say  they  worry  about  rising  inequali¬ 
ty  and  environmental  degradation.  Both, 
too,  will  have  to  manage  fractious  parlia¬ 
mentary  coalitions.  The  two  differ  marked¬ 
ly,  however,  in  both  their  personalities  and 
their  pasts.  On  July  9th  Indonesians  will 
decide  how  much  that  matters.  ■ 


weak  monsoon  does  not  strengthen,  mil¬ 
lions  of  farmers  might  need  help.  Rising 
global  oil  prices  are  pushing  up  energy 
bills,  and  with  them  subsidy  costs.  Then 
come  Mr  Modi’s  infrastructure  ambitions. 

He  promised  millions  of  jobs  as  roads,  fac¬ 
tories,  power  lines,  high-speed  trains  and 
100  new  cities  are  built.  Finding  the  money 
for  all  that  is  becoming  a  priority.  And  if 
that  were  not  enough,  Mr  Jaitley  and  Mr 
Modi,  the  prime  minister,  who  appear  to 
work  closely  together,  have  the  even  bigger 
task  of  identifying  which  broad,  liberalis¬ 
ing  reforms  they  believe  will  bring  India 
rapid  and  sustained  economic  growth. 

Mr  Jaitley’s  budget  is  expected  to  cut 
wasteful  fuel  and  other  subsidies.  When 
they  are  not  stolen,  these  mostly  go  to  the 
better-off,  especially  the  more  prosperous 
farmers.  Better  and  cheaper  is  to  switch  to 
cash  welfare  programmes.  Money  saved 
could  then  be  spent  on  financing  health 
care.  The  new  government  has  gone  along 
with  a  long-planned  increase  in  diesel 
prices.  But  it  has  partially  backed  down, 
following  popular  protests,  on  a  decision 
made  by  the  outgoing  government  to  raise 
(subsidised)  railway  fares.  That  is  worry¬ 
ing,  especially  since  Mr  Modi  spoke  days 
before  of  the  need  not  to  back  away  from 
hard  economic  decisions. 

But  the  benefit  of  the  doubt  remains 
with  Mr  Modi  and  Mr  Jaitley.  Cutting  pub¬ 
lic  money  for  all  sorts  of  goods-fertiliser, 
cooking  gas,  paraffin,  electricity  for  farm- 
ers-is  in  theory  becoming  easier.  Some 
640m  Indians  are  enrolled  in  a  biometric 
identity  scheme,  called  Aadhar.  When  cut¬ 
ting  subsidies,  it  should  now  be  easier  to 
identify  those  who  need  cash  transfers  to 
cushion  the  blow.  Aadhar,  and  linked  bank 
accounts,  could  be  extended  to  many 
more.  Yet  rumours  suggest  the  administra¬ 
tion  may  scrap  it  (it  was  started  by  the  Con¬ 
gress  party,  now  in  opposition). 

A  second  broad  reform  could  be  what 
Mr  Modi  calls  “co-operative  federalism”- 
state  governments  getting  to  decide  more 
on  spending  and  policy.  Go-getting  states 
could  experiment,  for  example,  in  reshap¬ 
ing  a  national  job-creation  scheme  involv¬ 
ing  rural  public  works.  And  some  states 
that  have  agreed  to  let  in  foreign  supermar¬ 
kets,  such  as  Tesco  or  Walmart,  could  push 
on  with  it,  despite  opposition  from  reac¬ 
tionary  bits  of  the  ruling  (and  nationalist) 
Bharatiya  Janata  Party  (bjp). 

Then  internal  barriers  to  trade  need  to 
go,  removing  state  checkpoints  on  roads  as 
well  as  crazy  restrictions  on  who  may  sell 
farm  goods  over  state  lines.  And  Mr  Jaitley 
needs  to  fix  a  date  for  rolling  out  a  long-de¬ 
layed  national  goods-and-services  tax. 
That  would  help  plug  the  budget  deficit. 

Lastly,  the  budget  should  encourage 
more  private  capital  to  chase  productive 
work.  At  the  moment,  the  government’s 
borrowing  is  crowding  out  private  invest¬ 
ment.  Mr  Jaitley  is  expected  to  start  selling  ►► 


Indian  politics 

Waiting  for  the  Modi  mojo 


)ELHI 

a  its  first  budget,  the  government  must  fix  public  finances  and  offer  reforms 

HAT  a  difference  the  prospect  of  a  less  spending  and  populism”.  Yet  the  target 

he  inherited  of  shrinking  the  budget  deficit 
to  4.1%  of  gdp  this  year  already  looks  all 
but  impossible.  Two  months  into  the  fiscal 
year,  spending  outstrips  revenues  by  more 
than  $40  billion,  nearly  half  the  planned 
annual  total.  More  bills  loom.  A  new  law 
giving  cheap  food  to  two-thirds  of  India’s 
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new  government  has  made.  The  In- 
lian  stockmarket  is  up  by  a  fifth  this  year,  a 
haky  rupee  has  steadied  and  consumers 
ire  upbeat— buying  more  cars,  for  instance. 

5ut  on  July  10th  Narendra  Modi’s  finance 
ninister,  Arun  Jaitley,  must  dish  up  sensi- 

>le  plans  in  his  first  budget.  0 - 0 - r 

Mr  Jaitley  (pictured,  left,  with  Mr  Modi)  1.25  billion  people  rolls  out  soon, 
nsists  that  fiscal  prudence  trumps  “mind-  Other  demands  press  in.  If  the  current 
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Japan's  security 

Clear  and  present  dangers 


TOKYO 

The  prime  minister  moves  Japan  a  step  away  from  its  post-war  pacifism 


►  state-owned  firms.  He  should  be  bold.  Put¬ 
ting  Air  India  on  the  block  would  send  a 
powerful  message  that  India  is  open  for 
business. 

In  several  industries,  the  addition  of  for¬ 
eign  investment  and  expertise  would  be 
especially  useful.  Mr  Jaitley  is  expected  to 
face  down  strong  lobbies  among  the  pro¬ 
tectionist  parts  of  the  bjp.  In  the  defence 
sector,  poor-quality  local  producers  squeal 
about  competition.  They  want  foreign 
ownership  of  ventures  limited  to  minority 
holdings;  Mr  Modi  campaigned  on  prom¬ 
ises  of  a  powerful  domestic  defence  indus¬ 
try,  helped  by  outsiders. 

It  is  not  yet  clear  exactly  what  the  fi¬ 
nance  minister  intends  to  unveil  on  July 
10th.  But  Mr  Jaitley’s  propositions  will  re¬ 
veal  much  about  the  ambitions  of  Mr  Modi 
and  his  allies.  ■ 


IT  TOOK  a  war  of  attrition  for  Shinzo  Abe, 
the  prime  minister,  to  win  agreement  to 
end  a  long-standing  ban  on  Japanese 
troops  coming  to  the  aid  of  allies.  But  in  the 
end,  after  months  of  wrangling,  he  man¬ 
aged  to  win  the  consent  of  his  coalition 
partner,  New  Komeito,  which  had  strongly 
opposed  the  change. 

On  July  ist  the  cabinet  approved  a  rein¬ 
terpretation  of  the  constitution,  marking  a 


milestone  in  Japan’s  post-war  security 
policy.  Article  Nine  of  the  67-year-old  docu¬ 
ment  stipulates  that  Japan  forever  re¬ 
nounces  war  as  a  sovereign  right.  But  Mr 
Abe’s  change  means  that  Japan’s  Self-De¬ 
fence  Forces  (sdf)  will  for  the  first  time  be 
permitted  to  participate  in  “collective  self- 
defence”— if  certain  conditions  are  met. 

Once  the  necessary  legislative  amend¬ 
ments  are  passed,  Japan  will  be  able  to 
come  to  the  aid  of  an  ally,  such  as  America 
or  Australia-but  only  if  Japan  itself  is  un¬ 
der  threat.  This  week  Mr  Abe  promised 
that  American-led  combat  missions  in  far- 
flung  places  remained  off-limits. 

Mr  Abe  had  wished  to  rewrite  Article 
Nine  altogether,  but  that  was  quickly  ruled 
out.  Changing  the  constitution  requires  a 
two-thirds  majority  in  both  houses  of  par¬ 
liament,  which  his  government  does  not 
have.  A  popular  referendum  is  also  re¬ 
quired,  and  many  Japanese  treasure  their 
pacifist  principles. 

Nonetheless,  the  changes  promise  to  be 
far-reaching.  Mr  Abe  argued  that  Japan’s 
defence  arrangements  are  out  of  date  as 
North  Korea  develops  a  nuclear-tipped 
missile  capability  and  China’s  military 
strength  grows,  challenging  Japanese  con¬ 
trol  of  the  Senkaku  islands,  which  China 
claims  as  the  Diaoyus.  The  United  States, 
Japan’s  partner  in  fending  off  such  threat?, 
this  week  warmly  welcomed  the  reinter¬ 
pretation.  The  two  countries  are  preparing 
to  revamp  their  joint  defence  guidelines 
for  the  first  time  in  17  years. 

The  reinterpretation  was  not  quite  as 
radical  as  some  Americans  had  hoped  for, 
says  James  Schoff,  a  former  Pentagon  offi¬ 
cial,  but  it  will  pave  the  way  for  the  two 
armed  forces  to  plan,  train  and  operate 
more  seamlessly.  Though  they  have  never 
fired  a  shot  in  anger,  the  sdf  are  among  the 
world’s  most  sophisticated  armed  forces. 
They  will  now  have  clear  permission  to 
shoot  down  a  North  Korean  missile  head¬ 
ing  for  America,  or  to  aid  an  American  ship 
under  attack  in  waters  near  Japan.  They 
will  also  have  the  freedom  to  offer  Ameri¬ 
cans  logistical  support,  including  ammuni¬ 
tion,  if  Japan  comes  under  threat. 

Separately,  the  sdf  will  be  allowed  to 
use  weapons  in  UN-approved  peace  oper¬ 
ations.  The  humiliation  of  Australian 
troops  having  to  protect  Japanese  peace-  » 


Correction:  Last  week,  we  incorrectly  identified  Japan's 
labour  minister  ("The  battle  for  Japan").  He  is  Norihisa 
Tamura.  We  are  very  sorry. 


Taiwan  and  China 

Say  cheese 

TAIPEI 

The  first  island  visit  from  a  Chinese  minister  since  1949 


SINCE  the  People’s  Republic  of  China 
was  founded  in  1949,  no  ministerial- 
level  Communist  official  has  set  foot  in 
Taiwan.  That  changed  on  June  25th  when 
Zhang  Zhijun,  head  of  China’s  Taiwan 
Affairs  Office,  accepted  an  invitation 
from  his  counterpart,  Wang  Yu-chi,  and 
visited  in  hopes  that  the  democratic 
island  nation  might  one  day  be  wooed 
into  the  Chinese  fold. 

Perhaps  the  visit  was  bound  to  take 
place  sooner  or  later.  China  has  long 
claimed  Taiwan  as  its  own;  Taiwan’s 
president  since  2008,  Ma  Ying-jeou,  has 
long  tried  to  ease  mutual  hostilities.  He 
has  signed  business  agreements  with  the 
mainland  that  have  led  to  a  surge  in 
cross-strait  trade,  investment  and  travel. 
Yet  many  Taiwanese  worry  that  eco¬ 
nomic  integration  will  undermine  their 
lively  democracy.  Earlier  this  year,  stu¬ 
dents  occupied  Taiwan’s  parliament  in  a 
protest  against  yet  another  agreement, 
this  one  intended  to  boost  trade  in  ser¬ 
vices  with  China.  The  pact  has  stalled. 

So  perhaps  most  surprising  was  an¬ 
other  meeting  of  Mr  Zhang’s,  with  the 
mayor  of  the  southern  city  of  Kaohsiung, 
Chen  Chu.  She  is  a  prominent  member  of 
the  opposition,  the  Democratic  Progres¬ 
sive  Party  (dpp),  and  a  passionate  sup¬ 
porter  of  Taiwanese  independence. 

In  the  past  China  has  lambasted  the 
dpp.  Yet  Mr  Zhang,  who  has  a  reputation 
as  a  poker-faced  diplomat,  was  all  twin- 
kled-eyed  geniality.  At  times  with  Ms 
Chen,  he  even  broke  out  of  Mandarin 
and  into  the  native  Taiwanese. 

Later  he  claimed  that  China  respected 
Taiwanese  people’s  choices-including. 


Chen  Chu's  cap  fits  Mr  Zhang 


presumably,  their  politics.  He  invited 
Taiwanese  of  all  political  persuasions  to 
participate  in  the  development  of  cross¬ 
strait  relations.  That,  too,  was  rare.  With 
Mr  Ma  a  lame  duck,  China  may  be  pre¬ 
paring  to  hold  its  nose  and  deal  with  a 
dpp  government  after  elections  in  2016. 
Ms  Chen’s  welcome  of  Mr  Zhang  in 
Kaohsiung,  heartland  of  the  indepen¬ 
dence  movement,  also  suggests  a  new 
pragmatism  on  the  part  of  the  dpp.  It 
needs  to  persuade  voters  that  it  can  man¬ 
age  relations  with  China. 

Though  dogged  by  rowdy  protesters, 
Mr  Zhang  kept  up  cheerful  appearances. 
It  all  stands  in  contrast  to  China’s  rows 
with  other  Asian  nations  over  maritime 
claims,  as  well  as  its  denouncing  of  prot¬ 
esters  in  Hong  Kong  (see  page  37)  calling 
for  more  democracy. 
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keepers  in  Iraq  still  rankles  The  main  con¬ 
cession  that  New  Komeito  won  was  that 
the  sdf  will  still  be  barred  from  supplying 
soldiers  engaged  in  actual  combat.  The 
change  also  opens  the  way  for  Japan  to 
take  forceful  action  in  the  event  of  China 
landing  personnel  on  the  Senkaku  islands. 
At  the  moment  it  is  unclear  whether  the 
sdf,  rather  than  the  coastguard,  may  repel 
such  a  “grey  zone”  incursion. 

It  is  not  only  China  which  has  protested 
at  Mr  Abe’s  changes.  Despite  the  continued 
restrictions,  for  many  Japanese  the  cabi¬ 
net’s  decision  is  deeply  troubling.  In  recent 
months  public  opinion  has  turned  further 
against  notions  of  collective  self-defence. 
Many  see  in  all  this  the  possible  rebirth  of 
Japanese  militarism.  Certainly  opponents 
resent  the  lack  of  public  consultation  on 
the  matter.  Two  days  before  the  cabinet’s 
announcement,  a  man  set  himself  on  fire 
in  front  of  Tokyo’s  Shinjuku  train  station  in 
protest;  he  survived,  badly  burnt.  On  July 
1st  thousands  crowded  outside  the  prime 
minister’s  residence  shouting  anti-war  slo¬ 
gans.  New  Komeito  faces  a  backlash  from 
its  pacifist  supporters. 

It  is  against  this  backdrop  that  the  gov¬ 
ernment  must  now  push  through  over  ten 
amendments  to  existing  laws  in  order  to 


IN  EAST  ASIA  history  textbooks  are  ba¬ 
rometers  of  nationalism,  and  arguments 
over  them  are  proxies  for  disputes  be¬ 
tween  states.  So  it  is  hardly  surprising-at  a 
time  when  territorial  disagreements  are 
breaking  out  all  round  the  South  China  Sea 
and  East  China  Sea— that  the  region  is  see¬ 
ing  a  new  chapter  in  a  long-running  argu¬ 
ment  over  how  history  is  taught.  This  time, 
though,  the  bickering  has  spread  beyond 
Japan  and  China,  its  usual  homes.  And,  in 
addition  to  their  international  implica¬ 
tions,  the  textbook  disputes  have  taken  on 
a  strong  domestic  character. 

The  new  round  begins  in  Japan— inev¬ 
itably  since  Japan’s  imperial  aggression 
leading  to  its  defeat  in  1945  has  long  provid¬ 
ed  the  starting  point  for  disputes.  In  its 
manifesto  for  the  election  of  December 
2012  the  Liberal  Democratic  Party  prom¬ 
ised  to  restore  “patriotic”  values  to  educa¬ 
tion  and  called  current  textbooks  “ideolog¬ 
ically  prejudiced  expressions  based  on 
self-torturing  views  of  history.”  Many  aca¬ 
demics  and  teachers  were  disturbed. 

On  winning  by  a  landslide,  the  prime 
minister,  Shinzo  Abe,  set  up  a  panel  to  re¬ 


No  Abeliever,  she 


implement  the  cabinet’s  decision.  It  could 
take  years.  Mr  Abe’s  staff  are  optimistic 
that  Japan  will  move  towards  a  fuller  exer¬ 
cise  of  the  right  to  collective  self-defence. 
But  what  they  at  first  saw  as  a  modest  step 
will  continue  to  be  a  hard  slog.  ■ 


write  textbooks  to  make  clear  where  there 
is  lack  of  agreement  on  historical  interpre¬ 
tation-*^  backdoor  way  of  limiting  refer¬ 
ences  to  Japanese  aggression”,  says  Daniel 
Sneider,  at  Stanford  University,  who  stud¬ 
ies  Asia’s  textbook  battles.  The  panel  also 
says  it  wants  to  get  rid  of  Japan’s  “neigh¬ 
bouring-country  clause”— a  sort  of  self-de¬ 
nying  ordinance  which  instructs  histori¬ 
ans  to  take  into  account  the  sentiments  of 
neighbours  (meaning  China  and  South  Ko¬ 
rea)  when  writing  textbooks.  To  increase 
political  control  over  education,  the  gov¬ 
ernment  wants  to  put  mayors  in  charge  of 
local  school  districts  and  it  has  ordered  one 
district  to  switch  to  a  textbook  that  the  gov¬ 
ernment  prefers.  Such  actions  fulfil  a  long- 
held  ambition:  Mr  Abe  belongs  to  a  parlia¬ 
mentary  group  that  has  worked  for  years 
to  limit  historical  references  to  Japanese 
wartime  atrocities. 

Neighbouring  countries  reacted  with 
predictable  outrage.  When  Japan  pro¬ 
posed  teaching  that  the  Senkaku  islands 
are  part  of  its  territory,  China  (which  claims 
them  as  the  Diaoyu  islands  and  is  challeng¬ 
ing  Japanese  control)  urged  Japan  to  “re¬ 


spect  historical  facts”  (which  happen  not 
to  confirm  the  Chinese  claim).  When  Japan 
decided  to  teach  that  Takeshima  belongs  to 
Japan,  South  Korea,  which  controls  the 
group  of  islets  and  calls  them  Dokdo, 
called  this  “false  history  [which]  plants  en¬ 
mity  and  seeds  of  conflict”.  China  and 
South  Korea  are  livid  about  Japan’s  scrap¬ 
ping  the  neighbouring-country  clause. 

The  debate  about  history  raging  in  Ja¬ 
pan  is  echoed  in  South  Korea  and  Taiwan. 
Last  year,  the  National  Institute  of  Korean 
History  (nikh),  a  state-run  body  which 
oversees  the  compilation  of  the  country’s 
history  textbooks,  approved  for  publica¬ 
tion  a  new  high-school  textbook  written 
by  “new  right”  scholars,  who  are  sympa¬ 
thetic  to  the  achievements  of  South  Korea’s 
military  dictatorships.  The  ruling  party  has 
also  proposed  that  all  schools  should  be  re¬ 
quired  to  use  a  single  state-approved  text¬ 
book  rather  than  (as  now)  be  able  to 
choose  among  private  publishers’  texts, 
subject  to  nikh  approval.  As  in  Japan,  such 
a  move  would  extend  political  control 
over  textbook  use. 

In  Taiwan  the  education  ministry  also 
announced  new  guidelines  for  high- 
school  textbooks  this  year.  They  are  due  to 
come  into  effect  in  August  2015  (as  in  Korea, 
Taiwanese  textbooks  must  conform  to 
guidelines).  The  government  claims  its 
changes  merely  bring  the  books  into  line 
with  international  norms  and  correct  inac¬ 
curate  and  nostalgic  views  of  Japanese 
rule  (Taiwan  was  a  Japanese  colony  for  50 
years,  until  1945).  They  would,  for  example, 
replace  the  neutral  term  “Japanese  rule” 
with  “Japanese  colonial  rule”. 

Such  actions  are  changing  the  character 
of  Asia’s  textbook  wars.  Traditionally,  they 
have  been  seen  through  a  foreign-policy 
lens.  China’s  campaign  to  teach  patriotism 
at  school,  for  example,  downplays  or  con¬ 
ceals  the  class  struggles,  famine  and  vio¬ 
lence  of  the  Mao  era  in  favour  of  present¬ 
ing  the  country  as  a  victim  of  foreign 
aggression.  Such  a  narrative  supports  its 
leaders’  claim  that  China  is  merely  resum¬ 
ing  its  proper  place  in  the  world.  In  a  simi¬ 
lar  vein,  Japan’s  education  minister,  Haku- 
bun  Shimomura,  says  his  government  is 
revising  history-teaching  manuals  so  chil¬ 
dren  can  learn  “properly”  about  national 
territory  and  can  understand  that  there  is 
no  real  dispute  over  the  Senkaku  islands 
(as  they  are  Japanese). 

But  the  new  textbook  wars  also  have  a 
domestic  flavour.  They  are  disputes  within 
countries  as  well  as  between  them.  The 
proposals  in  Japan  reflect  a  tussle  over  edu¬ 
cation:  the  ruling  party  says  its  wants  to 
end  60  years  of  “left-wing  control”  over 
schools.  And  to  complicate  matters  in 
South  Korea,  some  new-right  scholars  are 
actually  sympathetic  to  Japan’s  colonial 
rule  in  Korea,  a  view  the  government  can¬ 
not  possibly  be  seen  to  be  condoning. 

Efforts  by  the  conservative  government  ^ 


Teaching  history 

Textbook  cases,  Chapter  10 


BEIJING,  SEOUL,  TAIPEI  AND  TOKYO 

In  which  democracies  j  oin  in  East  Asia’s  history  wars 


36  Asia 


Popular  culture  in  Japan 

Bilious 

TOKYO 

No  more  guilt-tripping,  say  the  young 

IN  A  Tokyo  nightclub  Scramble,  a  rock 
band,  is  at  full  kilter,  belting  out  songs 
full  of  nationalist  bile.  In  “Kill  Koreans”, 
Rariko,  the  band’s  lead  singer,  calls  South 
Korea  a  “filthy”  country  and  says  Koreans 
are  trying  to  humiliate  Japan  by  lying 
about  war  crimes.  Flag-waving  fans  chant 
along  to  her  hateful  lyrics. 

Scramble  is  a  fringe  attraction  in  a 
country  where  snarling  xenophobia 
remains  rare.  Yet  popular  culture  in  Japan 
is  increasingly  taking  up  nationalist 
causes.  Several  bands  have  penned  songs 
about  territorial  disputes  with  China  and 
South  Korea.  The  most  popular  film  of 
the  year  eulogises  wartime  kamikaze 
pilots.  Bookshop  shelves  in  Tokyo  groan 
with  a  category  known  as  kenchu-zokan: 
“dislike  China,  hate  Korea”. 

Several  of  last  year’s  bestselling  pa¬ 
perbacks  belonged  to  the  hate  genre. 
“Introduction  to  China”,  a  manga  (Japa¬ 
nese  comic  book),  claims  the  Chinese  are 
incapable  of  democracy  and  are  the 
source  of  most  of  Asia’s  contagious  dis¬ 
eases.  Its  author  Ko  Bunyu,  a  Taiwanese- 
born  Japanese,  also  develops  the  poison¬ 
ous  notion  that  China,  not  Japan,  was  the 
wartime  aggressor  in  Asia. 

Chinese  school  textbooks  rehearse  in 
grim  detail  the  history  of  Japan’s  full- 
scale  invasion  and  occupation  of  China 
from  1937-45.  Meanwhile,  a  policy  of 
“patriotic  education”  fosters  growing 
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anger  at  Japan  even  as  first-hand  memo¬ 
ries  of  the  second  world  war  fade.  By 
contrast,  Japanese  textbooks  skim  over 
the  war  in  a  handful  of  pages  of  sparse 
fact.  Yet  in  popular  culture,  history  is 
open  to  all-comers.  Yoshinori  Kobayashi, 
a  conservative  commentator,  has  penned 
dozens  of  manga  about  Japan’s  undigest¬ 
ed  history.  Youngjapanese  have  learned 
about  the  war  from  them. 

Popular  culture  in  Japan  has  not  al¬ 
ways  been  so  nationalistic.  Novelists 
once  looked  unflinchingly  at  wartime 
misdeeds.  Anti-war  films  such  as  “The 
Harp  of  Burma”  and  “The  Human  Condi¬ 
tion”  are  bitterly  candid.  But  under 
Shinzo  Abe,  a  nationalist  prime  min- 
ister-and  with  relentless  criticism  of 
Japan  from  China  and  South  Korea- 
reflection  has  morphed  into  rejection. 
School  boards  have  demanded  that 
libraries  remove  copies  of  the  manga 
“Barefoot  Gen”,  an  anti-war  classic  about 
the  atomic  bombing  of  Hiroshima.  The 
board  of  the  national  broadcaster,  nhk, 
includes  revisionists  such  as  Naoki  Hyak- 
uta,  a  novelist  who  denies  that  the  Nan¬ 
jing  massacre  of  1937-38  ever  happened. 

Mr  Hyakuta’s  phenomenal  success  is 
a  sign,  says  Rariko,  that  the  tide  has 
turned  against  Japan’s  “masochistic” 
view  of  its  history.  Younger  Japanese  like 
her  are  fed  up  living  under  the  opprobri¬ 
um  of  events  more  than  70  years  ago. 


►  of  Park  Geun-hye  to  rewrite  textbooks  in 
South  Korea  have  triggered  a  political  back¬ 
lash.  In  regional  elections  in  early  June,  13 
of  the  17  superintendents  of  education  up 
for  grabs  were  won  by  “progressives”-a  re¬ 
markable  result  considering  this  group 
won  only  six  seats  in  the  previous  election, 
in  2010.  They  declared  that  if  the  govern¬ 
ment  goes  ahead  with  its  plan  for  a  single 
approved  textbook  (the  decision  is  due  this 
month),  they  would  write  an  alternative 
and  promote  that-a  threat  which  has  to  be 
taken  seriously  since  superintendents  con¬ 
trol  big  education  budgets.  The  backlash  is 
part  of  a  broader  battle  between  conserva¬ 
tives  and  South  Korea’s  democracy  move¬ 
ment,  a  group  which  helped  end  military 
rule  (imposed  by  Ms  Park’s  father,  the  late 
Park  Chung-hee).  Now  that  the  fight 
against  dictatorship  has  been  won,  the 
movement  has  turned  its  attention  to  his¬ 
torical  matters. 

In  Taiwan  there  has  been  a  comparable 
backlash  against  the  government’s  text¬ 
book  proposals,  in  this  case  led  by  the 
main  opposition  party,  the  Democratic 
Progressive  Party.  Opposition-controlled 
counties  and  cities  are  refusing  to  abide  by 
the  new  high-school  guidelines.  In  Taiwan, 
though,  the  domestic  debate  also  has  an  in¬ 
ternational  flavour  because  China  and  Ja¬ 
pan  also  feature  in  island  politics. 

Mainlanders  from  China  who  fled  to 
Taiwan  as  the  Communists  defeated  the 
Kuomintang  (kmt)  in  1949  tend  to  think 
history  books  should  concentrate  mostly 
on  Chinese  history;  some  loathe  Japan  for 
the  same  reasons  that  people  in  China  and 
South  Korea  do.  In  contrast,  some  descen¬ 
dants  of  people  who  lived  on  Taiwan  be¬ 
fore  1949-especially  those  who  support  in¬ 
dependence-are  ambivalent  about 
Japanese  rule.  Some  respect  Japan  for  hav¬ 
ing  modernised  the  island,  while  Japanese 
repression  seemed  a  tea  party  compared  to 
the  kmt’s  “white  terror”  from  the  late 
1940s,  in  which  tens  of  thousands  of  Tai¬ 
wanese  were  killed.  The  opposition  and 
sympathetic  academics  want  textbooks  to 
write  less  about  China  and  more  about  the 
island’s  aboriginal  groups  and  about  its  co¬ 


lonial  history  under  the  Dutch  and  Japa¬ 
nese.  Newspapers  that  support  closer  ties 
with  China  accuse  these  people  of  glossing 
over  Japanese  atrocities. 

Around  East  Asia,  more  sensible  aca¬ 
demics  and  policymakers  recognise  the 
risks  of  inflaming  nationalist  sentiment 
among  schoolchildren.  In  China,  where 


the  practice  is  embedded,  one  scholar  says 
that,  given  his  country’s  hyper-nationalist 
and  xenophobic  textbooks,  he  fears  stu¬ 
dents  growing  up  “drinking  wolves’  milk”. 
To  quieten  down  the  howling,  countries 
set  up  panels  of  academics  to  discuss  the 
controversies.  Japan  and  South  Korea  did 
so  in  2002;  China  and  Japan  followed  suit 
in  2006.  The  impulse  is  not  dead:  South  Ko¬ 
rea’s  president  recently  proposed  that  her 
country,  China  and  Japan  write  a  joint  text¬ 
book  on  the  history  of  North-East  Asia.  But 
four  years  ago  Chinese  and  Japanese  pro¬ 
fessors  abandoned  attempts  to  come  up 
with  a  unified  interpretation  of  the  past, 
and  the  recent  spats  are  likely  to  make 
cross-country  academic  panels  even  less 
effective.  And  the  new  textbook  conflicts 
are  proxies  for  domestic  political  battles  as 
much  as  for  international  rivalry. 

In  a  few  decades  Asia’s  textbooks  wars 
will  doubtless  themselves  become  sub¬ 
jects  for  the  history  books.  On  current 
form,  it  seems  unlikely  that  the  disputants 
will  then  be  able  to  agree  on  how  to  de¬ 
scribe  what  was  going  on.  ■ 
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Hong  Kong's  politics 

Fighting  for  their  future 


HONG  KONG 

Two  visions  for  the  future  of  China  collide  on  the  streets  of  the  former  colony 


IN  THE  end,  warnings  from  Beijing  about 
sowing  chaos  did  not  scare  the  people  of 
Hong  Kong.  Rather,  they  were  embold¬ 
ened.  On  July  ist  hundreds  of  thousands  of 
residents  marched  through  the  streets  of 
the  territory  in  one  of  the  largest  displays 
of  defiance  since  the  city’s  reversion  to  Chi¬ 
nese  sovereignty  in  1997.  The  march  came 
days  after  nearly  800,000  people  had  tak¬ 
en  part  in  a  controversial  mock  referen¬ 
dum,  whose  results  showed  that  Hong 
Kongers  want  more  say  in  the  choosing  of 
their  chief  executive.  Chinese  leaders  had 
declared  the  poll  illegal. 

The  protests  are  part  of  a  growing  con¬ 
frontation  about  the  future  of  Hong  Kong, 
but  they  are  also  where  two  visions  for  the 
future  of  China  collide.  Demonstrators 
want  an  expansion  of  the  former  British 
territory’s  social  and  political  freedoms, 
which  were  retained  under  the  handover 
agreement.  Chinese  leaders  do  not  want 
full,  Western-style  democracy  in  Hong 
Kong  because  they  view  such  freedoms  as 
an  unwelcome  example  for  China.  They 
have  taken  a  more  aggressive  line  on  Hong 
Kong  as  President  Xi  Jinping  attempts  to 
consolidate  his  power  at  home  and  Chi¬ 
na’s  influence  in  the  region  (see  next  two 
stories).  The  prospect  now  looms  of  more 
serious  clashes  in  Hong  Kong.  It  could  be  a 
long  summer  for  the  city’s  chief  executive, 
Leung  Chun-ying,  as  he  juggles  the  com¬ 
peting  demands  of  China’s  leaders  and 
Hong  Kong’s  people. 


The  raucous  but  non-violent  crowd- 
which  organisers  said  numbered  510,000, 
the  police  far  fewer-processed  through 
the  central  business  district,  singing  protest 
songs  and  brandishing  anti-government 
placards.  The  protesters  vented  frustration 
at  what  they  see  as  increasing  interference 
from  Beijing,  epitomised  by  a  “white  pa¬ 
per”  issued  by  the  Chinese  government  on 
June  10th.  It  asserted  that  the  autonomy 
granted  to  Hong  Kong  in  1997  was  entirely 
dependent  on  China’s  leaders.  In  the  early 
morning  of  July  2nd  a  sit-in  outside  govern¬ 
ment  offices  was  broken  up  by  police,  who 
detained  hundreds  of  protesters. 

The  Basic  Law,  under  which  Hong  Kong 
has  been  governed  since  1997,  describes 
the  election  of  the  chief  executive  and  leg¬ 
islative  council  by  universal  suffrage  as  the 
“ultimate  aim”,  and  the  government  is  due, 
after  years  of  delay,  to  present  a  democrat¬ 
ic-reform  plan  later  this  year.  Today  candi¬ 
dates  for  chief  executive  are  chosen  by  a 
mostly  pro-Beijing  committee  of  1,200 
members  who  then  also  elect  the  leader. 
Pro-democracy  groups  want  the  freedom 
to  nominate  any  candidate  they  like.  If  au¬ 
thorities  do  not  give  some  ground,  activists 
have  warned,  they  may  stage  more  disrup¬ 
tive  protests  later  this  year,  under  the  ban¬ 
ner  of  a  group  called  Occupy  Central. 

Business  elites,  worried  about  eco¬ 
nomic  disruption,  urge  restraint.  On  June 
27th  the  local  offices  of  the  “big  four”  ac¬ 
countancy  firms  placed  an  advertisement 
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in  newspapers  registering  concerns  about 
Occupy  Central.  On  June  30th  anonymous 
employees  of  the  firms  placed  their  own 
newspaper  advertisement  saying  that  they 
did  not  share  their  bosses’  views. 

In  Beijing  officials  and  newspapers 
warn  darkly  of  a  foreign  conspiracy  to  des¬ 
tabilise  Hong  Kong.  They  make  much,  for 
example,  of  two  pro-democracy  leaders, 
Anson  Chan  and  Martin  Lee,  meeting 
America’s  vice-president,  Joe  Biden,  in  the 
White  House  in  April. 

Ms  Chan,  who  was  Hong  Kong’s  lead¬ 
ing  civil  servant  at  the  end  of  British  rule 
and  during  the  first  years  after  the  han¬ 
dover,  scoffs  at  the  notion  of  foreign  med¬ 
dling.  She  argues  that  most  countries  are 
falling  over  themselves  to  do  business 
with  China,  not  conspire  against  it.  She 
notes  the  recent  visit  to  London  of  Chinese 
prime  minister,  Li  Keqiang,  and  his  signing 
of  a  series  of  investment  agreements.  Ms 
Chan  accuses  Britain  of  abandoning  its  for¬ 
mer  colony  and  says  it  is  the  Chinese  gov¬ 
ernment’s  stance  that  has  driven  people  to 
activism.  On  June  27th  more  than  1,000 
Hong  Kong  lawyers  marched  in  defence  of 
judicial  independence,  which  they  view  as 
under  threat.  (The  white  paper  said  “loving 
the  country”  was  a  basic  requirement  for 
the  judiciary.)  One  said  it  was  not  the  type 
of  thing  his  colleagues  would  typically  do, 
but  “we’ve  had  enough  of  this”. 

Occupy  yourselves 

The  intensity  of  such  feelings  in  Hong  Kong 
is  reminiscent  of  2003,  when  500,000  peo¬ 
ple  marched  in  opposition  to  the  Chinese 
government’s  attempt  to  push  through  a 
tough  anti-subversion  law.  Chinese  lead¬ 
ers  were  stunned  by  such  opposition  and 
changed  their  approach,  seeking  to  embed 
their  views  more  deeply  in  Hong  Kong 
society,  via  business  interests  and  media, 
and  thus  increase  their  clout.  That  strategy  ►► 
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Anti-corruption  drive 

Chairman  of  everything 

BEIJING 

Xi  Jinping  consolidates  his  power,  and  officials  are  quaking  in  their  boots 


CHINA’S  president  appears  to  have 
killed  two  eagles  with  one  arrow  in 
bringing  down  one  of  the  nation’s  high¬ 
est-ranking  military  men.  On  June  30th 
General  Xu  Caihou  was  stripped  of  his 
Communist-Party  membership  and 
handed  over  to  prosecutors  on  corrup¬ 
tion  charges.  State  media  said  he  took 
money  and  other  loot  in  exchange  for 
arranging  promotions.  Until  last  year, 
General  Xu  was  one  of  the  two  dozen 
most  powerful  men  in  the  country. 

His  fall  helps  consolidate  Xi  Jinping’s 
control  over  the  army  and  at  the  same 
time  burnishes  his  credentials  as  an 
anti-corruption  crusader.  The  party 
announced  the  expulsion  of  six  more 
figures  this  week,  including  a  former 
vice-minister,  a  former  senior  manager  at 
a  state-owned  oil  firm  and  a  former  head 
of  a  government  watchdog.  All  of  them 
were  connected  to  Zhou  Yongkang,  until 
2012  the  head  of  state  security  and  for¬ 
merly  one  of  China’s  nine  most  powerful 
men.  In  a  separate  announcement,  the 
party  dismissed  Wan  Oingliang,  a  rising 
star  who  was  party  boss  of  Guangzhou, 
one  of  China’s  largest  cities. 

It  is  possible  Mr  Xi  is  merely  grappling 
with  the  far-reaching  corruption  that  his 
predecessors,  Hujintao  and  Jiang  Zemin, 
often  spoke  about  as  a  mortal  threat  to 
the  party’s  rule  but  failed  to  stem.  But 
there  are  hints  he  is  up  to  more.  Many  of 
the  figures  already  ensnared  have  close 
ties  to  the  previous  leaders.  General  Xu 
was  among  Mr  Jiang’s  closest  allies  in  the 
military  establishment.  Dismantling  old 
patronage  networks  would  clear  the  way 
for  Mr  Xi  to  bring  in  more  of  his  own 
people.  This,  in  turn,  would  help  him  to 
proceed  with  a  wide-ranging  reform 
agenda  that  will  ruffle  the  feathers  of 
many  vested  interests. 


Mr  Xi  has  already  moved  away  from 
the  older  model  of  consensus-based  rule 
in  which  the  top  handful  of  leaders 
shared  responsibility  and  decision¬ 
making  authority.  He  has  asserted  his 
authority  as  the  sole  head  of  numerous 
policy  “leading  groups”  of  the  sort  that 
once  had  multiple  bosses.  By  taking 
down  Mr  Zhou’s  cronies  and,  as  is  widely 
expected,  Mr  Zhou  himself,  he  will  con¬ 
trol  the  state-security  network  as  well  as 
the  armed  forces. 

Perhaps  the  biggest  drawback  is  what 
all  of  this  says  to  the  general  populace. 
Convincing  people  that  he  is  determined 
to  root  out  corruption  at  all  levels  is  one 
thing.  But  it  is  hard  for  Mr  Xi  to  do  it  with¬ 
out  appearing  to  admit  what  everybody 
already  knows:  that  the  system  itself  is 
rotten  to  the  core. 


General  Xu  takes  an  early  bath 


►  has  largely  worked  but  in  other  ways  the 
growing  influence  of  the  mainland  has  be¬ 
come  a  source  of  discontent. 

Mainland  tourists  have  flocked  to  Hong 
Kong.  Wealthy  investors  bid  up  already  ex¬ 
pensive  property  to  prices  beyond  the 
reach  of  many  Hong  Kongers.  Pro-Beijing 
parts  of  the  government  wanted  to  encour¬ 
age  “patriotic  education”  in  schools,  and 
the  mainland’s  liaison  office  in  Hong  Kong 
has  played  an  increasingly  influential  role. 

All  this  has  made  residents  uneasy, 
leading  more  ordinary  Hong  Kongers,  es¬ 
pecially  the  younger  generation,  to  take  a 
more  political  stance.  Many  protesters  on 
July  1st  were  students,  some  there  against 
their  parents’  wishes.  Nelly  Kwong,  a  21- 
year-old  nursing  student  was  typically  res¬ 
olute.  “We  are  not  afraid,”  she  said.  “We  are 
fighting  for  our  future.”  ■ 


Peripheral  diplomacy 

Balancing  act 


BEIJING 

President  Xi  goes  to  South  Korea  as 
China  looks  to  increase  regional  clout 

CHINA’S  dilemma  in  Asia  is  how  to  bal¬ 
ance  the  peaceful  rise  it  says  it  wants 
with  its  desire  for  more  regional  influence. 
In  its  continuing  effort  to  achieve  both,  on 
July  3rd  Xi  Jinping,  the  country’s  president, 
arrived  in  South  Korea  for  a  state  visit.  It 
came  several  days  after  Mr  Xi  had  repeated 
his  call  for  a  new  security  framework  in 
Asia.  He  was  speaking  at  a  conference  in 
Beijing  to  mark  the  60th  anniversary  of  the 
excitingly  named  “Five  Principles  of  Peace¬ 
ful  Coexistence”,  the  basis  of  China’s  poli¬ 
cy  of  non-interference.  The  president  does 
not  seem  to  be  unduly  troubled  by  any  ten¬ 
sion  between  his  words  and  China’s  recent 
actions.  “The  notion  of  dominating  inter¬ 
national  affairs  belongs  to  a  different  age, 
and  such  an  attempt  is  doomed  to  failure,” 
he  said  without  apparent  irony. 

The  leaders  of  Vietnam  and  the  Philip¬ 
pines  might  have  something  to  say  about 
that,  since  it  is  exactly  what  they  think  Chi¬ 
na  has  been  doing  in  recent  months.  It  is 
embroiled  in  a  standoff  with  both  coun¬ 
tries  over  competing  claims  to  islands  and 
reefs  in  the  South  China  Sea. 

Away  from  such  dangerous  shoals,  one 
vehicle  Mr  Xi  has  chosen  for  increasing 
China’s  influence  is  a  group  of  26  mostly 
Asian  countries  called  the  Conference  on 
Interaction  and  Confidence  Building  Mea¬ 
sures  in  Asia  (cica).  cica’s  aims  are  fuzzy. 
Its  main  purpose  appears  to  be  to  provide 
an  alternative  to  more  established  waffle 
shops,  such  as  the  asean  Regional  Forum, 
that  it  is  less  able  to  dominate.  What  is 
more  clear  is  who  is  not  invited:  America 


and  Japan  are  not  full  participants.  China  is 
also  aiming  to  set  up  economic  groups  that 
it  can  lead,  such  as  the  Asian  Infrastructure 
Investment  Bank,  a  new  multilateral  bank 
to  rival  the  Asian  Development  Bank, 
which  is  dominated  by  Japan. 

Few  people  think  China  is  really  trying 
to  upset  regional  security  mechanisms, 
limited  though  they  are.  Douglas  Paal  of 
the  Carnegie  Endowment,  a  think-tank, 
says  lots  of  countries,  including  America, 
are  searching  for  new  arrangements.  But, 
meanwhile,  China  is  trying  to  unsettle 
American  alliances.  Mr  Xi  has  chosen  to 
visit  South  Korea  before  visiting  the  North, 
supposedly  China’s  closer  friend.  Mr  Xi 


and  the  South’s  president,  Park  Geun-hye, 
see  eye  to  eye  over  Japan.  Both  nations  are 
annoyed  by  changes  this  week  to  Japan’s 
pacifist  constitution.  South  Korean  trade 
with  China  last  year  exceeded  its  trade 
with  America  and  Japan  combined. 

Yet  Ms  Park,  like  most  leaders  in  Asia, 
does  not  want  to  have  to  choose  between 
China  and  America.  She,  and  others,  will 
continue  to  engage  both.  And  China’s  lead¬ 
ers  still  have  to  persuade  neighbours  that 
their  ambitions  are  not  expansionist.  Mr  Xi 
told  the  Beijing  conference,  “Flexing  mili¬ 
tary  muscles  only  reveals  the  lack  of  moral 
ground  or  vision  rather  than  reflecting 
one’s  strength.”  Quite.  ■ 
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Israelis  and  Palestinians 

A  vicious  circle  speeds  up  again 


GUSH  ETZION  AND  HEBRON 

The  murder  of  three  kidnapped  Israeli  youths  has  set  off  a  dangerous  new  spate  of 
violence  across  the  Palestinian  territories 


FOR  nearly  three  weeks  Israelis  had  been 
holding  their  collective  breath  as  they 
prayed  for  the  lives  of  three  Jewish  boys, 
two  of  them  aged  16  and  the  other  19,  who 
had  been  kidnapped  on  June  nth  by  assail¬ 
ants  unknown,  presumed  to  be  Palestinian 
militants  of  one  stripe  or  another.  The  lads, 
whose  smiling,  eager  faces  filled  Israeli 
newspapers  and  television  screens  day 
after  day,  had  been  hitchhiking  back  in  the 
evening  from  their  yeshivas,  or  bible  col¬ 
leges,  in  Hebron,  the  biggest  Palestinian 
city  on  the  West  Bank,  to  the  Jewish  settle¬ 
ment  where  they  had  been  living  in  Gush 
Etzion,  just  south  of  Jerusalem. 

When  on  June  30th  their  bodies  were 
found  in  a  field  close  to  where  they  had 
been  abducted,  a  national  outpouring  of 
emotion  followed— and  with  it  the  pros¬ 
pect  of  yet  another  ferocious  round  of  vio¬ 
lence  between  angry  Israelis  and  Palestin¬ 
ians  already  steaming  with  resentment  at 
the  reprisals  they  had  been  facing  as  Isra¬ 
el’s  security  forces  searched  for  the  boys 
and  their  kidnappers.  David  Lau,  the  chief 
rabbi,  hailed  the  students  as  “martyrs  for 
their  Jewishness”  who  “join  a  long  chain 
of  our  people’s  holy  and  pure  who  were 
murdered  throughout  the  painful  history 
of  the  Jewish  people”. 

As  their  families  buried  the  boys  with 
quiet  dignity  (pictured  above),  the  emo¬ 
tions  of  some  Israelis  boiled  over.  Hun¬ 
dreds  ran  amok  in  Jerusalem’s  main 
streets,  some  chanting  “Death  to  Arabs!”. 


Palestinians  were  pulled  from  a  tram  that 
connects  Jewish  settlements  and  Arab  sub¬ 
urbs  to  the  city  centre;  Arabs  were  attacked 
in  shops  and  restaurants  where  they 
worked.  “The  people  want  revenge,”  cried 
angry  Israelis,  mocking  the  anthem 
chanted  by  Arabs  elsewhere  during  the 
pro-democracy  uprisings  of  2011. 

An  Israeli  policeman  in  Jerusalem  try¬ 
ing  to  rescue  Arabs  from  being  beaten  up 
was  pushed  back  by  a  crowd  while  Israeli 
schoolgirls  shouted  at  him  to  disobey  or¬ 
ders  and  look  the  other  way.  Tram  drivers 
were  told  not  to  stop  at  East  Jerusalem’s 
Palestinian  suburbs,  lest  clashes  ensue. 

A  Palestinian  boy  was  pushed  into  a  car 
in  Beit  Hanina,  a  Palestinian  suburb  of  Je¬ 
rusalem,  and  killed  in  a  wood,  apparently 
in  a  revenge  attack.  Israel’s  prime  minister, 
Binyamin  Netanyahu,  denounced  the  mur¬ 
der  as  “loathsome”  and  called  on  all  sides 
“not  to  take  the  law  into  their  own  hands.” 
Riots  were  feared  after  the  boy’s  funeral. 

Israeli  settler  leaders  accused  the  secu¬ 
rity  establishment  of  being  weak.  So  far  it 
has  failed  to  catch  the  two  Palestinian  men 
named  as  chief  suspects.  Both  are  low-lev¬ 
el  members  of  the  Islamist  movement,  Ha¬ 
mas.  Many  Palestinians  say  the  pair  belong 
to  a  rogue  group.  One  of  them  hails  from 
one  of  Hebron’s  biggest  clans,  the  Qawas- 
mehs,  who  have  provided  Hamas  with  a 
good  dozen  suicide-bombers  but  who 
have  a  history  of  acting  independently,  es¬ 
pecially  when  Hamas  negotiates  ceasefires 


or  agrees  to  deals  that  smack  of  modera¬ 
tion-such  as  the  recent  one  endorsing  the 
Palestinians’  unity  government. 

But  Mr  Netanyahu  sounded  deter¬ 
mined  at  the  outset  to  blame  Hamas’s  lead¬ 
ership,  warning  that  it  would  “pay  a  heavy 
price”  for  the  kidnapping.  Hours  after  the 
killing  was  announced,  Israeli  aircraft 
pounded  the  Gaza  Strip,  which  Hamas 
controls.  Palestinians  fired  dozens  of  rock¬ 
ets  from  the  coastal  enclave  into  Israel. 

Some  settlers,  demonstrating  their  zeal 
for  expansion,  pitched  new  encampments, 
including  one  in  the  controversial  el  corri¬ 
dor  east  of  Jerusalem,  which,  if  it  were 
turned  into  a  full-scale  urban  estate,  would 
in  effect  split  the  West  Bank,  the  core  of  the 
Palestinians’  would-be  state,  in  half.  “The 
government  is  doing  nothing,”  cried  a  prot¬ 
esting  settler.  “We  have  to  act.” 

In  fact,  the  Israeli  army  had  left  few 
stones  unturned  in  its  hunt  for  the  perpe¬ 
trators.  The  un  says  that  since  the  kidnap¬ 
ping  at  least  ten  Palestinians,  including  two 
under  18,  have  been  killed  in  the  West 
Bank.  The  army  has  arrested  530  Palestin¬ 
ians,  doubling  the  number  of  those  de¬ 
tained  without  trial  or  charge.  About  half 
the  1,000  or  so  Palestinians  freed  in  2011  in 
exchange  for  Gilad  Shalit,  an  Israeli  soldier 
who  had  been  captured  by  Hamas  in  2006, 
were  put  back  behind  bars.  The  Israeli 
army  also  resumed  its  practice  of  blowing 
up  the  houses  of  militants,  a  tactic  not  used 
since  the  end  of  the  Palestinians’  last  inti¬ 
fada,  or  uprising,  in  2005. 

The  Israeli  security  forces  closed  off  the 
area  around  Hebron.  Some  23,000  local 
Palestinians  were  barred  from  travelling  to 
their  jobs  in  Israel.  A  series  of  charitable  or¬ 
ganisations  that  used  to  be  run  by  Hamas 
were  closed  down  and  a  dairy,  which  em¬ 
ploys  hundreds  of  Palestinians,  was  de¬ 
molished.  Hebronites  were  prevented 
from  travelling  abroad.  Israel,  explained  an  ►► 
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►  army  officer,  had  to  minimise  the  risk  that 
the  kidnappers  might  escape. 

Seeking  to  stop  the  havoc  from  spread¬ 
ing,  Mahmoud  Abbas,  the  president  of  the 
Palestinian  Authority,  which  partially  gov¬ 
erns  the  West  Bank,  urged  Palestinians  to 
understand  Israel’s  anguish.  “The  youths 
are  humans,  just  like  us,”  he  said,  before 
hearing  of  their  death.  But  his  compassion 
prompted  widespread  carping  among  Pal¬ 
estinians,  many  of  whom  accused  him  of 
being  a  collaborator.  As  far  as  many  Pales¬ 
tinians  are  concerned,  the  kidnapped  boys 
had  no  right  to  be  living  in  the  West  Bank  at 
all.  And  in  Palestinian  eyes,  the  Israeli  re¬ 
prisals,  including  the  death  toll,  already 
outweighed  the  boys’  murder.  Mr  Abbas’s 
colleagues  kept  silent;  some  joined  in  the 
criticism  of  their  boss. 

Indeed,  after  a  young  Palestinian  was 
killed  in  a  brawl  in  Al-Amari  refugee  camp 
near  Ramallah,  Mr  Abbas’s  seat  of  govern¬ 
ment,  protesters  torched  a  Palestinian  po¬ 
lice  station  and  set  a  Palestinian  security- 
force  car  alight.  The  West  Bank’s  growing 
ranks  of  malcontents  complain  that  the 
Palestinian  security  forces  protect  Israel 
against  Palestinian  protests,  not  Palestin¬ 
ians  from  Israel’s  assaults.  “Why  can’t  he 
[Mr  Abbas]  be  more  like  the  Israelis  and  de¬ 
fend  his  own?”  asked  a  Ramallah  student. 

Sandwiched  between  his  people’s 
seething  anger  and  his  dependency  on  Is¬ 
rael  for  his  own  security  and  on  foreign  aid 
to  keep  his  administration  afloat,  Mr  Ab¬ 
bas  has  scant  room  for  manoeuvre.  West¬ 
ern  aid,  much  diminished  since  2008, 
could  plummet  if  America’s  Congress, 
fired  up  by  the  killing  of  the  three  students, 
carries  out  its  threat  to  withhold  funds. 
“The  world  loves  it  when  Israel  truly  is  the 
victim,”  says  Oaddura  Faris,  a  leading  man 
in  Fatah,  Mr  Abbas’s  political  party. 

In  an  attempt  to  mollify  his  foreign 
sponsors,  Mr  Abbas  is  playing  down  the 
unity  deal  he  struck  with  Hamas  only  two 
months  ago,  whereby  the  Islamists  and  Fa¬ 
tah  jointly  endorsed  a  new  government  of 
technocrats.  The  Palestinian  parliament, 
which  was  supposed  to  reopen  on  July  1st 
under  the  deal,  is  still  closed.  Some  Fatah 
officials,  always  loth  to  co-operate  with 
Hamas,  tacitly  agree  with  the  Israelis  that 
Hamas’s  leaders  may  have  given  the  nod 
to  the  kidnappers,  hoping  to  use  the  stu¬ 
dent  trio  as  a  bargaining  chip  for  getting 
more  Palestinian  prisoners  freed.  Hamas 
leaders  have  obfuscated,  insisting  that  they 
were  blameless  yet  praising  the  kidnap¬ 
pers  for  their  act  of  “resistance”. 

Whoever  is  responsible  for  the  mur¬ 
ders,  Mr  Netanyahu  seems  certain  to  cite 
them  as  a  reason  to  bash  Hamas  in  both 
the  Palestinian  territories  in  the  hope  that 
the  unity  government,  which  the  Ameri¬ 
can  government  cautiously  welcomed, 
will  fall  apart.  And  it  is  equally  certain  that 
a  growing  number  of  Palestinians  will 
cheer  on  those  who  violently  respond.  ■ 


The  war  for  Iraq 

Every  sort  of  battle 


BAGHDAD 

As  the  politicians  joust  for  power,  the 
generals  try  to  stem  the  jihadist  tide 

AS  THE  jihadists  of  the  Islamic  State  of 
/\lraq  and  Greater  Syria  (isis)  rebrand 
themselves  more  simply  as  the  Islamic 
State  (is),  heralding  an  eventual  global  ca¬ 
liphate  that  knows  no  borders,  they  contin¬ 
ue  to  secure  swathes  of  territory  in  north¬ 
ern  and  western  Iraq,  with  Baghdad  in 
their  sights.  Most  of  the  main  frontier  cross¬ 
ings  from  Iraq  to  Jordan  and  Syria  are  con¬ 
trolled  by  the  is  or  its  tribal  allies.  The  prov¬ 
ince  of  Anbar,  to  the  west  of  Baghdad,  and 
most  of  Nineveh,  surrounding  Mosul,  re¬ 
main  in  their  hands. 

But  the  generals  commanding  Iraq’s 
regular  army  are  girding  themselves  for  a 
fightback,  picking  towns  north  of  Baghdad 
that  they  must  defend  or  take  back  in  order 
to  turn  the  tide  against  the  jihadists.  These 
include  Baiji,  the  site  of  one  of  Iraq’s  big¬ 
gest  oil  refineries;  Tikrit,  the  birthplace  of 
Saddam  Hussein;  and  Samarra,  whose  As¬ 
kar  shrine  is  one  of  the  holiest  to  Shias,  the 
sectarian  base  of  support  for  the  belea¬ 
guered  government  of  Nuri  al-Maliki.  At 
the  same  time,  Mr  Maliki,  whose  coalition 
won  easily  the  most  seats  in  a  general  elec¬ 
tion  in  April  (but  not  enough  for  an  out¬ 
right  majority),  is  fighting  a  political  battle 
for  his  own  survival  as  prime  minister 
against  disgruntled  fellow  Shias  as  well  as 
Sunni  Arabs  and  Kurds,  who  have  long 
yearned  to  see  the  back  of  him. 

On  the  military  front,  his  forces  seem  to 
have  won  a  rare  victory  by  holding  Baiji 
after  a  battle  lasting  a  week.  Special  forces 
and  counter-terrorism  units,  intensively 
trained  by  the  Americans  before  they  left 
at  the  end  of  2011,  apparently  led  the  fight. 
Small  teams  of  American  advisers,  back  in 
Iraq  at  the  urgent  behest  of  Barack  Obama, 
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may  have  tipped  the  balance.  A  battle  for 
Tikrit  was  still,  as  The  Economist  went  to 
press,  in  the  balance.  And  the  is  is  within 
artillery  range  of  Samarra.  American  mili¬ 
tary  advisers  are  involved  in  plans  to  en¬ 
sure  that  the  city  does  not  fall.  The  broader 
aim  is  to  secure  an  arc  of  defence  to  the 
north  and  west  of  Baghdad. 

Nineveh  and  Mosul,  its  capital,  are  be¬ 
yond  the  reach  of  Iraq’s  security  forces, 
which  fled  from  that  area  in  the  face  of  isis 
a  month  ago.  But  Kurdish  forces,  known  as 
the  Peshmerga,  determined  to  defend  their 
own  autonomous  region  in  the  north  and 
east,  have  begun  to  fight  the  is  along  the 
border  between  Kurdistan  and  Nineveh. 

From  a  new  operations  centre  in  Bagh¬ 
dad,  American  officers  view  images  sup¬ 
plied  by  surveillance  drones  to  help  the 
Iraqi  army  identify  is  targets.  America  has 
urgently  dispatched  Hellfire  missiles  to 
Iraq,  but  with  only  two  converted  Cessna 
aircraft  to  fire  them  from,  Russia  is  provid¬ 
ing  more  lethal  air  power.  The  first  five  of  12 
Sukhoi  su-25  fighter  jets  rushed  to  Iraq 
have  taken  to  the  skies.  The  Iraqi  authori¬ 
ties  deny  that  the  pilots  are  Russian. 

The  Americans  are  said  to  hold  in  re¬ 
serve  the  option  of  launching  their  own  air 
strikes  against  the  is,  using  facilities  in  the 
Gulf.  The  most  tempting  targets  are  is  train¬ 
ing  camps  and  supply  lines  along  the  Iraqi- 
Syrian  border.  But  Mr  Obama’s  people  say 
no  to  heftier  military  aid  unless  Mr  Maliki 
forms  a  less  sectarian  government,  to  in¬ 
clude  Sunnis  and  Kurds  in  senior  posts. 

The  collapse  of  the  Iraqi  army  in  the 
north  has  already  given  greater  clout  to 
Iraqi  Shia  militias  such  as  Asaib  Ahel  al- 
Haq,  trained  and  to  some  extent  directed 
by  Iran.  But  many  Baghdadis,  though  fear¬ 
ful  of  is’s  advances,  are  also  worried  that , 
the  return  to  prominence  of  Shia  militias 
could  presage  a  sectarian  bloodbath  on  the 
scale  seen  in  2006-08.  Killings  of  Sunnis  in 
Baghdad  districts  under  the  control  of  Shia 
militias  are  said  to  have  resumed. 

Tension  is  also  rising  between  Mr  Ma- 
liki’s  people  and  the  Kurds,  who  stepped  in 
to  grab  disputed  territory,  including  the 
city  of  Kirkuk,  as  the  Iraqi  army  fled  before 
isis  last  month.  At  the  first  session  of  the 
new  Iraqi  parliament  on  June  1st  most 
Kurds  walked  out  after  members  of  Mr  Ma- 
liki’s  coalition  called  them  traitors. 

A  call  by  Grand  Ayatollah  Ali  al-Sistani, 
Iraq’s  most  influential  Shia  cleric,  for  politi¬ 
cians  of  all  parties  forthwith  to  form  a  new 
government  went  unheeded.  But  the  poli¬ 
ticking  is  proceeding  apace.  A  former  vice- 
president,  Adel  Abdul  Mahdi,  and  a  former 
deputy  prime  minister,  Ahmed  Chalabi, 
an  American  favourite  in  exile  who  turned 
against  his  sponsors  once  he  was  back  in 
Baghdad,  are  said  to  be  jostling  for  the  top 
job.  Meanwhile  Mr  Maliki  is  looking  ner¬ 
vously  to  the  north  and  west.  Unless  his 
army  fends  off  the  jihadists,  there  will  be 
nojobtobehad.  ■ 
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South  Sudan 

Can  ethnic  differences  be  overcome? 


BENTIU  AND  JUBA 

There  is  no  sign  of  peace  yet.  But  the  younger  generation  may  insist  on  it 


NEARLY  three  months  after  rebels  over¬ 
ran  Bentiu  and  killed  several  hundred 
civilians  in  a  mosque,  the  South  Sudanese 
town  close  to  some  of  the  country’s  biggest 
oilfields  is  still  a  wreck.  The  dead  are  now 
buried  in  mass  graves  and  government 
troops  have  regained  control  of  the  mucky 
streets.  Rebels  remain  nearby  and  fighting 
flares  up  occasionally.  The  killers,  who  had 
been  stirred  up  by  agitators  on  local  radio, 
are  still  in  the  vicinity.  The  smell  of  death 
lingers  in  the  air.  Most  of  Bentiu’s  residents 
remain  in  the  bush,  scared  away  by  boyish 
gunmen,  some  of  them  too  short  in  stature 
to  fit  into  uniforms.  Looted  public  build¬ 
ings  are  shells.  The  offices  of  the  Red  Cross 
are  strewn  with  paper  and  shards  of  glass. 
An  alarm  bell  rings  incessantly. 

Six  months  after  a  civil  war  broke  out, 
peace  deals  continue  to  come  and  go.  The 
last  one  signed  by  the  country’s  president, 
Salva  Kiir,  and  the  rebel  leader,  Riek  Ma- 
char,  was  on  June  10th,  after  they  met  face 
to  face  in  Addis  Ababa,  Ethiopia’s  capital, 
and  agreed  to  form  a  transitional  govern¬ 
ment  within  60  days.  It  was  their  fourth 
deal  this  year.  Each  collapsed  within  days. 

Neighbouring  governments  have 
threatened  harsh  sanctions,  with  vital  sup¬ 
plies  cut  off,  if  the  two  men  do  not  come  to 
terms.  Both  sides  are  running  short  of  cash. 
Oil  production,  the  government’s  main 
source  of  revenue,  has  dropped  by  be¬ 
tween  a  third  and  a  half.  The  president  is 
said  to  have  borrowed  $20om  from  oil 
firms  but  still  cannot  meet  his  wage  bill. 

Mr  Machar,  until  last  year  the  vice-pres¬ 
ident,  is  even  shorter  of  cash.  He  is  said  to 
run  his  rebel  forces  from  a  plastic  chair  in  a 
tented  bush  camp.  His  wife  cooks  freshly 
caught  fish  while  he  talks  on  a  satellite  tele¬ 
phone  to  his  rebel  commanders,  occasion¬ 
ally  consulting  a  copy  of  the  American 
army’s  counter-insurgency  manual. 

The  rift  between  the  two  men  has  cost 
at  least  10,000  lives;  im-plus  people  have 
fled  their  homes.  Almost  4m,  it  is  reported, 
are  at  risk  of  starvation.  Cholera  is  rife.  The 
un  shelters  100,000  people  in  its  bases  but 
cannot  protect  them  from  attacks.  The 
rump  state  of  Sudan,  the  new  state’s  old  en¬ 
emy,  is  said  to  have  sent  arms  to  the  rebels. 

South  Sudan’s  third  birthday  on  July 
9th  will  be  a  sad  affair.  Born  as  a  democra¬ 
cy  with  hopes  of  a  peaceful  future  after 
half  a  century  of  on-and-off  war,  the  coun¬ 
try  is  not  only  mired  in  violence  but  in¬ 
creasingly  repressive.  Nhial  Bol,  editor  of 
The  Citizen,  a  leading  newspaper,  started  a 


Salva  Kiir,  still  the  president 


television  channel  as  the  sole  alternative 
to  the  state  broadcaster  after  indepen¬ 
dence  from  Sudan.  But  it  has  ceased  to  op¬ 
erate  after  the  government  in  effect  banned 
balanced  reporting.  Copies  of  the  Juba 
Daily,  another  newspaper,  have  frequent¬ 
ly  been  impounded.  Officials  regard  inter¬ 
viewing  rebels  as  subversive. 

How  to  rescue  the  new  country? 

South  Sudan’s  biggest  problem  has  long 
been  obvious.  The  men  who  won  the  war 
that  led  to  independence  are  tough  fighters 
but  poor  administrators.  They  transferred 
their  military  leadership  from  the  bush  to 
plush  offices,  deaf  to  advice  that  post-war 
politics  should  function  on  the  basis  of 
compromise  and  tolerance.  The  new  rulers 
like  to  say:  “My  military  uniform  is  still  in 
the  closet.”  Even  before  the  current  civil 
war  broke  out,  violence  and  rule  by  fiat 
were  routine.  The  guerrilla  forces  never 
gelled  into  a  regular  peace-time  army.  Eth¬ 
nic  and  personal  allegiances  trumped  loy¬ 
alty  to  the  new  institutions.  The  country  is 
again  divided  into  commanders’  fiefs. 

If  the  military  men  can  be  persuaded  to 
retire  to  barracks,  perhaps  giving  way  to  in¬ 
ternational  peacekeepers,  South  Sudan 
will  still  need  regional  devolution.  The  last 
three  years  have  shown  that  a  country 
with  only  one  paved  road  but  many  tribes 


cannot  be  run  by  decree.  The  International 
Crisis  Group,  a  Brussel-based  lobby,  has 
called  for  a  radical  restructuring  of  the 
state.  “Power-sharing  will  not  end  the  con¬ 
flict,”  it  argues. 

Others  say  that  South  Sudan  is  simply 
not  ready  to  run  itself;  foreign  trustees 
should  take  over  for  several  years,  much  as 
they  did  in  Kosovo,  East  Timor  and  Sierra 
Leone  after  their  bloody  conflicts.  Local  of¬ 
ficials  in  South  Sudan,  about  half  of  whom 
are  said  to  be  illiterate,  would  have  to  be 
trained  anew. 

The  South  Sudanese  sound  less  than 
keen  on  this.  Exhausted,  angry,  scared  and 
disappointed  as  they  are,  almost  none  of 
them  is  ready  to  give  up  on  the  nation  state 
they  fought  so  long  and  hard  to  win.  The  re¬ 
newed  civil  war,  famine  and  slaughter 
have  not  yet  broken  their  spirit.  Samuel 
Matut  Pop,  a  refugee  in  Bentiu,  says  in  basic 
English,  “I’m  still  proud  I’m  a  South  Suda¬ 
nese.  I  will  never  go  to  another  country.” 

Of  the  thousands  of  people  who  have 
sought  refuge  at  the  un  compound  in  Ben¬ 
tiu,  few  seem  bent  on  vengeance.  Roda 
Nyakuon  Mathok,  aged  29,  stands  in  a  hu¬ 
mid  tent,  waiting  in  a  long  queue  for  food. 
Wearing  a  black  T-shirt  with  the  slogan  “I 
love  S  Sudan”,  she  says:  “The  only  thing  I 
want  is  peace.” 

In  Juba,  South  Sudan’s  capital,  about 
500km  (311  miles)  south  of  Bentiu,  Paul  Al¬ 
mas  is  sitting  on  a  motorbike,  waiting  for 
customers.  He  is  one  of  about  2.5m  South 
Sudanese  repatriated  after  an  initial  peace 
deal  with  the  north  was  signed  in  2005. 
Back  then,  he  wanted  to  study  law  and  be¬ 
come  a  judge  to  help  build  a  nation.  Lack¬ 
ing  money,  he  started  a  moto-taxi  business, 
but  says  his  dream  is  still  alive.  “Now  in 
South  Sudan,  there  is  no  law.  I  hope  to 
change  this.” 

Despite  the  fighting  across  swathes  of 
the  country,  the  government  has  not  given 
up  the  ghost.  In  June  the  ministry  of  postal 
services  inaugurated  its  new  headquar¬ 
ters.  Mobile-telephone  networks  and  in¬ 
ternet  access  are  improving. 

Many  young  people  are  turning  away 
from  traditional  tribal  culture,  which  has 
encouraged  ancient  rivalry  between  the 
Dinka  and  the  Nuer,  the  country’s  two 
main  tribes.  Both  factions  stress  tribal  loy¬ 
alty.  But  younger  people  may  be  turning 
their  backs  on  it.  When  he  was  16,  William 
Bol  Gatkuoth,  a  rural  Nuer,  rejected  his  fa¬ 
ther’s  demand  that  six  horizontal  cuts  be 
made  on  his  forehead,  a  traditional  sign  of 
manhood.  Mr  Gatkuoth,  who  speaks 
Dinka  and  Nuer,  insists  that  without  the 
scars  he  can  work  unharmed  anywhere  in 
South  Sudan.  “This  is  a  modern  world,”  he 
says.  “Many  people  leave  aside  their  tribal 
issues.”  A  school  teacher  reports  that  fewer 
of  his  male  pupils  who  are  Dinka  now 
sport  their  tribe’s  v-shaped  cut-marks.  Si¬ 
mon  Bingo,  a  local  film-maker,  says,  “In  the 
cities,  it  is  disappearing.”  ■ 
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Ukraine  and  Russia 

War  by  any  other  name 


MOSCOW 

Russia  has,  in  effect,  already  invaded  eastern  Ukraine.  The  question  is  how  the  West 
will  respond 


A  “NON-LINEAR”  war,  explains  Natan 
Dubovitsky,  a  writer,  is  how  states  are 
likely  to  fight  each  other  in  future-if  they 
do  not  already.  Individual  regions  or  cities 
will  form  temporary  coalitions,  only  to 
split  apart  in  mid-fighting  and  find  new  al¬ 
lies.  Each  force  has  its  own  aims,  and  these 
too  can  be  fluid.  The  war  has  many  compo¬ 
nents,  of  which  battle  is  only  one  element. 
“Most  understood  the  war  to  be  part  of  a 
process,”  writes  Mr  Dubovitsky,  and  “not 
necessarily  its  most  important  part.” 

Mr  Dubovitsky’s  idea  was  featured  in  a 
short  story  published  in  March,  as  Russian 
forces  were  seizing  control  of  Crimea.  Its 
most  telling  detail  is  the  author’s  real  iden¬ 
tity:  Vladislav  Surkov,  a  long-standing 
ideological  adviser  to  Russia’s  president, 
Vladimir  Putin.  Mr  Surkov’s  tale  is  a  fanci¬ 
ful  exercise,  but  it  is  also  as  good  a  blue¬ 
print  as  any  for  the  Kremlin’s  efforts  to  di¬ 
rect  the  war  in  eastern  Ukraine. 

After  a  ten-day  ceasefire  that  was  wide¬ 
ly  ignored,  fierce  fighting  resumed  in  east¬ 
ern  Ukraine  on  July  ist.  Both  sides  have  suf¬ 
fered  heavy  losses.  Pro-Kiev  forces  have 
resumed  shelling  with  heavy  artillery,  in¬ 
cluding  of  civilian  areas.  The  Ukrainian 
army  claims  to  have  recaptured  a  border 
post  with  Russia-a  necessary  step  if  it  is  to 
encircle  and  gradually  wear  down  the  pro- 
Russian  rebels. 

In  recent  days  Ukraine’s  president,  Pe- 
tro  Poroshenko,  has  come  under  intense 


pressure  not  to  extend  the  temporary  cea¬ 
sefire  that  Mr  Putin  persistently  and  disin¬ 
genuously  calls  for.  A  growing  nationalist 
lobby  in  Kiev  is  pushing  to  continue  the 
fight  instead.  With  anti-government  mili¬ 
tias  observing  the  ceasefire  either  fitfully  or 
not  at  all,  Mr  Poroshenko  may  have  rea¬ 
soned  that  only  the  rebels  were  benefiting 
from  breaks  in  the  conflict. 

For  his  part,  Mr  Putin  appears,  at  least 
for  now,  to  have  ruled  out  a  full-frontal  in¬ 
vasion.  On  June  24th  he  theatrically  in¬ 
structed  the  ever-loyal  upper  house  of  par¬ 
liament  to  cancel  the  authorisation  for 
military  force  in  Ukraine  that  he  had  or¬ 
dered  up  in  early  March.  The  move  was 
largely  an  empty  fob  to  Mr  Poroshenko 
and  another  way  to  ward  off  more  Western 
sanctions.  Yet  even  if  a  tanks-and-soldiers 
invasion  seems  unlikely,  a  Russian  inva¬ 
sion  of  another  sort  began  long  ago:  one 
that  resembles  the  slippery,  post-modern 
war  described  by  Mr  Surkov. 

The  nature  of  the  incursion  speaks  vol¬ 
umes  for  the  reach  of  the  Russian  state  un¬ 
der  Mr  Putin.  Today’s  Russia  thinks  of  itself 
as  a  mobilisation  state,  ready  to  deploy  a 
full  array  of  instruments  in  a  crisis.  In  Uk¬ 
raine  this  means  a  policy  that  combines  co¬ 
vert  arms  transfers,  volunteer  fighters 
called  up  by  patriotic  organisations,  oli¬ 
garchs  and  others,  propaganda  produced 
by  state-run  media,  punitive  arm-twisting 
over  gas  prices  and  a  worsening  of  political 
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repression  at  home.  Officials  in  Moscow, 
who  have  taken  to  praising  non-linear  war 
even  if  they  do  not  use  the  precise  term,  say 
they  are  wielding  the  same  tools  the  Amer¬ 
icans  use  all  the  time:  first  engineer  prot¬ 
ests,  and  if  that  doesn’t  work,  back  them  up 
by  force. 

The  advantage  of  such  an  approach  is 
“plausible  deniability,”  explains  Dmitry 
Gorenburg  of  cna  Corporation,  a  policy 
and  security  think-tank.  Above  all,  it  helps 
Russia  to  avoid  a  new  round  of  American 
and  European  sanctions,  which  would 
aim  not  just  at  individuals  but  at  entire  in¬ 
dustries.  Existing  sanctions  and  the  fears  of 
more  to  come  have  already  had  a  “chilling 
effect”  on  investment,  according  to  the 
imf,  which  now  says  that  Russian  gdp 
growth  will  be  zero  this  year.  The  murki¬ 
ness  and  obfuscation  of  Mr  Putin’s  non-lin¬ 
ear  war  in  Ukraine  also  complicate  West¬ 
ern  diplomacy,  dividing  opinion  and 
making  it  harder  to  find  consensus. 

What  Mr  Putin  would  really  like  is  a 
conflict  of  just  the  right  size:  big  enough  to 
force  Mr  Poroshenko  into  concessions  but 
not  so  large  it  drags  Russia  in  directly  or 
forces  it  to  subsidise  Ukraine’s  eastern  re¬ 
gions.  As  Mr  Gorenburg  explains,  Mr  Putin 
will  facilitate  the  transfer  of  Russian  arms, 
fighters  and  money  so  as  to  ensure  that 
“the  insurgency  isn’t  defeated,  but  while 
doing  the  minimum  possible”. 

Mr  Putin’s  apparent  interest  in  an  on- 
again,  off-again  cycle  of  ceasefires  and  ne¬ 
gotiations  suggests  that  he  would  like  to 
lock  the  conflict  in  place,  legitimising  the 
so-called  people’s  republics  in  Donetsk 
and  Luhansk  and  raising  the  profile  of 
these  rebel  commanders  ready  to  take  or¬ 
ders  from  Moscow.  Such  a  war-oscillating 
between  open  fighting  and  political  talks, 
but  without  ever  being  completely  re- 
solved-would  resemble  other  frozen  con-  ►► 
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►  flicts  around  the  former  Soviet  Union.  In 
Abkhazia,  South  Ossetia  and  Trans¬ 
dniestria,  unsettled  but  largely  bloodless 
conflicts  serve  to  constrain  the  Georgian 
and  Moldovan  governments  as  well  as 
providing  a  built-in  lever  for  frequent  Rus¬ 
sian  meddling. 

Mr  Putin  may  welcome  something  sim¬ 
ilar  in  eastern  Ukraine.  But  those  earlier 
conflicts  differ  in  one  important  aspect: 
they  are  based  on  genuine,  deeply  felt  eth¬ 
nic  and  religious  cleavages.  Although  plen¬ 
ty  of  Russian-speakers  in  Donetsk  and  Lu- 
hansk  resent  Kiev  and  would  like  more 
autonomy,  such  Balkan-like  divisions  do 
not  really  exist  in  Ukraine. 

A  more  likely  outcome  is  warlordism, 
or  the  rise  of  authorities  who  rely  for  their 
position  not  on  ideology  but  on  “force  and 
patronage,”  explains  Kimberly  Marten  of 
Barnard  college  at  Columbia  university. 
Warlords,  Ms  Marten  says,  use  violence 
and  bribery  to  exert  control  over  territory 
and  money  flows— the  sort  of  informal  pol¬ 
itics  that  Moscow  knows  well.  In  conflict 
zones  like  eastern  Ukraine,  those  who  en- 


France's  presidency 

Sarkozy  held 


E/ER  since  he  lost  the  2012  presidential 
election,  Nicolas  Sarkozy  has  been  en¬ 
snared  injudicial  tangles.  Last  year,  the  for¬ 
mer  president  was  put  under  formal  inves¬ 
tigation  for  “abuse  of  frailty”  of  an  elderly 
billionaire,  only  for  the  case  to  be  dropped 
several  months  later.  On  July  1st  he  was 
again  placed  under  formal  investigation, 
this  time  on  suspicion  of  trading  favours 
and  breaching  judicial  confidentiality.  This 
does  not  rule  out  Mr  Sarkozy’s  political 
comeback— but  casts  a  shadow  over  it. 

In  an  unprecedented  move  for  a  former 
president,  Mr  Sarkozy  was  held  in  police 
custody  for  nearly  15  hours  before  being 
formally  placed  under  investigation.  The 
judges  suspect  him  of  trying  to  exchange 
confidential  judicial  information  about 
another  case  involving  him  with  a  high- 
ranking  prosecutor,  Gilbert  Azibert.  The 
claim  is  that  Mr  Azibert,  who  has  also  been 
placed  under  investigation,  was  in  return 
hoping  for  a  plum  job  in  Monaco.  Mr  Sar¬ 
kozy  and  all  the  others  involved  deny  the 
allegations. 

This  latest  probe  grew  out  of  an  entirely 
separate  inquiry  into  alleged  illegal  financ¬ 
ing  of  Mr  Sarkozy’s  successful  2007  elec¬ 
tion  campaign  by  the  former  Libyan  re¬ 
gime  of  Muammar  Oaddafi.  As  part  of  the 
inquiry,  investigators  bugged  the  mobile 


joy  access  to  resources  naturally  see  their 
influence  rise.  The  Kremlin’s  preferred  in- 
termediaries-men  like  Alexander  Boro¬ 
dai,  a  Russian  public-relations  manager 
and  political  consultant  who  is  now  prime 
minister  of  Donetsk’s  “people’s  republic”- 
have  become  ever  more  prominent. 

The  question  for  Mr  Putin  is  how  far  he 
is  willing  to  go  if  Ukrainian  forces  seem  to 
be  gaining  the  upper  hand  over  the  rebels. 
In  a  pure  military  contest  Kiev  is  likely  to 
prevail,  given  enough  time.  “Even  just 
standing  still  will  require  Russia  to  put  in 
more  resources,”  says  Mark  Galeotti  of 
New  York  University.  Mr  Putin  may  not  be 
able  to  avoid  this.  Igor  Korotchenko,  a  mil¬ 
itary  analyst  and  editor  who  is  close  to  the 
defence  ministry,  argues  that  Russia 
should  step  up  its  support  to  anti-Kiev 
forces  following  the  precedent  of  Ameri¬ 
ca’s  support  to  Syria’s  rebels. 

The  question  for  the  West  is  how  much 
of  an  appetite  it  has  for  thougher  measures. 
The  recent  cycle  of  threats  of  more  sanc¬ 
tions,  followed  by  meek  postponements, 
does  not  bode  well.  ■ 


phones  of  both  Mr  Sarkozy  and  his  lawyer, 
Thierry  Herzog,  who  was  himself  taken 
into  police  custody  on  June  30th  and  has 
now  also  been  placed  under  formal  inves¬ 
tigation.  It  was  while  snooping  on  their 
phone  calls  that  the  investigating  judges 
came  across  what  they  allege  to  be  an  at¬ 
tempt  to  trade  favours.  Mr  Herzog  dis¬ 
missed  the  claims  as  “absurd”,  and  said  the 
whole  case  was  a  “political  affair”. 


The  timing  of  the  latest  case  is  particu¬ 
larly  awkward  for  Mr  Sarkozy,  since  he  had 
been  planning  a  return  to  politics  ahead  of 
the  2017  presidential  election.  His  conser¬ 
vative  ump  party  is  leaderless,  after  Jean- 
Fran^ois  Cope,  its  former  boss,  resigned  in 
May  in  the  wake  of  yet  another  financing 
scandal.  Mr  Cope’s  chief  of  staff  confessed 
to  procuring  fake  invoices  to  cover  a  breach 
of  campaign-financing  limits  during  Mr 
Sarkozy’s  unsuccessful  2012  re-election 
bid.  Both  Mr  Cope  and  Mr  Sarkozy  deny 
any  knowledge  of  this.  A  trio  of  former 
prime  ministers-Fran^ois  Fillon,  Alain 
Juppe  and  Jean-Pierre  Raffarin-are  now 
acting  as  caretaker  party  bosses  ahead  of  a 
congress  in  November  to  elect  a  new 
leader.  Those  who  have  seen  Mr  Sarkozy 
say  he  is  fired  up  for  a  comeback.  Indeed, 
Mr  Sarkozy  came  out  fighting  on  July  2nd 
claiming  that  the  latest  case  against  him  is  a 
political  “manipulation”  and  that  the 
judges  were  out  to  “humiliate”  him. 

His  allies  hope  their  champion  will  not 
be  tainted  by  this  latest  case  but  rather  be 
seen  as  a  victim  of  judicial  hounding.  Even 
the  (apolitical)  president  of  the  Paris  bar, 
Pierre-Olivier  Sur,  said  this  week  that  the 
investigators  had  “gone  too  far”  in  the  way 
they  handled  the  case.  Yet  some  of  Mr  Sar¬ 
kozy’s  centre-right  rivals  would  be  just  as 
happy  to  see  him  out  of  the  race,  particular¬ 
ly  now  that  the  deep  unpopularity  of  the 
Socialist  president,  Francois  Hollande,  has 
enhanced  the  right’s  prospects  for  2017. 

On  the  face  of  it,  the  chances  of  Mr  Sar¬ 
kozy  surviving  yet  another  investigation 
may  seem  slim.  The  allegations  are  serious 
and,  on  paper,  carry  a  penalty  of  up  to  ten 
years’  imprisonment  and  a  hefty  fine.  Judi¬ 
cial  investigations  in  France  can  drag  on  for 
months,  leaving  his  future  uncertain.  Yet 
this  may  be  to  underestimate  Mr  Sarkozy’s 
defiant  steel.  The  former  president  is  never 
more  determined  than  when  his  back  is 
against  the  wall.  “He  likes  competition  so 
much”,  comments  one  senior  ump  figure, 
“that  when  it  doesn’t  exist  he  creates  it.”  ■ 


Back  to  the  judges,  again 
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After  his  latest  judicial  setback,  Nicolas  Sarkozy  comes  out  fighting 
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Italy's  illegal  immigrants 

Tidal  wave 


ROME 


More  horrific  deaths  in  the  Mediterranean 


FEW  images  of  immigrant  traffic  across 
the  Mediterranean  have  been  as  har¬ 
rowing.  Italian  tv  viewers  this  week  saw 
the  lifeless  bodies  of  45  African  men 
being  lifted,  like  animal  carcasses,  from 
the  hold  of  a  fishing  boat  in  which  they 
had  tried  to  reach  Europe.  Others  on  the 
vessel  said  the  men  begged  to  be  let  out 
but,  for  fear  of  it  capsizing,  they  were 
forcibly  kept  below  and  suffocated. 

Around  5,000  people  were  picked  up 
by  patrol  boats  on  June  28th-29th,  the 
busiest  weekend  of  the  year  so  far.  On 
July  2nd  another  70  migrants  were  re¬ 
ported  lost  at  sea  in  a  separate  incident. 
All  this  comes  after  Italy  began  a  search- 
and-rescue  effort  called  Operation  Mare 
Nostrum,  in  response  to  the  tragedy  last 
October  in  which  360  people  drowned 
off  Lampedusa,  an  island  half-way  be¬ 
tween  Sicily  and  the  North  African  coast. 
On  July  1st  the  police  arrested  five  Eritre¬ 
ans  who  prosecutors  said  were  part  of  a 
ring,  with  bases  in  Sudan,  Libya  and  Italy, 
that  arranged  the  latest  ill-fated  journey. 
In  a  wiretapped  phone  call,  one  was 
heard  disowning  responsibility  for  their 
deaths  because  “it  was  their  fate”. 

The  latest  horrors  produced  more 
agonised  hand-wringing,  but  no  sign  that 
Italian  or  European  Union  leaders  are 
any  closer  to  agreeing  what  should  be 
done.  Mare  Nostrum  completed  a  u-turn 
for  a  country  that  until  2011  blocked 
immigrants  at  sea,  returning  many  to 
Libya,  their  main  point  of  departure. 
Some  Italians  believe  this  policy  deterred 
people  from  attempting  the  perilous 
crossing,  whereas  Mare  Nostrum  encour¬ 
ages  them.  Matteo  Salvini,  leader  of  the 


xenophobic  Northern  League,  said  Italy’s 
prime  minister,  Matteo  Renzi,  and  his 
interior  minister,  Angelino  Alfano,  were 
“stained  with  blood”. 

It  is  true  that,  since  Operation  Mare 
Nostrum  began,  arrivals  in  Italy  have 
soared  (more  than  65,000  so  far  this  year, 
against  around  8,000  in  the  first  half  of 
2013).  But  Greece  also  saw  a  large  rise,  of 
142%,  in  the  first  four  months  of  2014,  as 
fighting  in  Syria  intensified.  The  “cruel  to 
be  kind”  argument  for  returning  migrants 
has  become  harder  to  sustain  as  Libya 
lurches  from  dictatorship  to  anarchy. 

In  ever  harsher  tones,  Italian  officials 
have  protested  that  the  eu  is  not  helping 
enough.  Mr  Alfano  has  threatened  un¬ 
specified  reprisals  if  Cecilia  Malmstrom, 
the  European  commissioner  responsible, 
skips  a  meeting  in  Rome  to  launch  Italy’s 
six-month  eu  presidency.  But  the  real 
obstacles  to  burden-sharing  lie  not  in 
Brussels  but  in  national  capitals.  Italian 
efforts  to  put  immigration  at  the  top  of 
the  agenda  for  last  month’s  eu  summit 
came  to  nought. 

Italy’s  partners  argue  that  they  deal 
with  proportionately  far  more  asylum- 
seekers.  In  the  fourth  quarter  of  2013 
Germany  received  proportionally  three 
times  as  many  applications  as  Italy.  But 
none  of  the  others  is  mounting,  for  hu¬ 
manitarian  reasons,  a  naval  operation 
comparable  to  Operation  Mare  Nostrum. 
The  cost,  initially  put  at€L5m  ($2m)  a 
month,  has  exploded  to  €9.501.  As  it 
grows,  the  Italian  government  can  expect 
to  come  under  mounting  pressure  from 
public  opinion  to  use  its  eu  presidency  to 
force  the  club  to  lend  it  a  hand. 
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German  schools 

The  Gymnasium 
revolt 


BERLIN 

Parents  fret  over  how  long  children 
should  stay  in  school 

GERMANY,  Austria  and  German-speak¬ 
ing  Switzerland  have  an  educational 
tradition  that  sets  them  apart  from  most 
other  countries.  Children  tend  to  get  out  of 
school  at  midday  instead  of  late  afternoon. 
Secondary  schools  are  divided  into  three 
types.  The  basic  one  prepares  for  technical 
apprenticeships  and  vocational  training. 
The  middle  one  teaches  skills  such  as 
book-keeping.  And  the  highest,  called 
“Gymnasium”  (to  evoke  ancient  Greece, 
not  athletic  facilities),  leads  to  university. 

For  a  country  that  sees  itself  as  egalitari¬ 
an,  this  smacks  of  class  privilege-those  go¬ 
ing  to  Gymnasium  tend  to  be  dispropor¬ 
tionately  well-off.  But  the  system  also 
deserves  credit  for  producing  qualified 
manufacturing  workers.  Germans  have 
long  approved  of  the  arrangement. 

Then  came  the  pisa  shock  of  200L  In¬ 
ternational  comparisons  of  15-year-old  pu¬ 
pils  in  reading,  science  and  maths  conduct¬ 
ed  by  the  oecd  club  of  rich  countries 
found  German  pupils  merely  mediocre. 
With  education  exclusively  overseen  by 
the  16  states,  the  pisa  rankings  also  found 
big  internal  differences:  pupils  in  Bremen 
and  Berlin  fared  badly,  whereas  those  in 
Saxony  and  Bavaria  did  well. 

The  pisa  shock  launched  a  frenzy  of  re¬ 
form.  Some  states  tried  to  fix  everything  at 
once.  All-day  schools  have  become  more 
common,  with  one  in  three  German  pupils' 
now  attending  them.  So  have  comprehen¬ 
sive  schools,  which  combine  the  three 
types  and  are  loved  by  the  left.  Tests  and 
syllabuses  have  changed.  And  more  par¬ 
ents  want  children  to  get  into  Gymnasium. 
There  are  now  twice  as  many  students  at 
university  as  in  vocational  training.  Private 
schools,  rare  in  Germany  until  the  1990s, 
are  growing  fast. 

Perhaps  as  a  result,  German  pupils  have 
improved  in  recent  pisa  tests.  Yet  far  from 
being  happier,  parents  in  western  states 
are  livid.  Their  fury  is  aimed  at  one  particu¬ 
lar  change:  the  move,  a  decade  ago,  in  most 
states  from  a  nine-year  Gymnasium  (for  a 
total  of  13  school  years)  to  an  eight-year 
one.  The  justification  was  to  align  German 
pupils,  who  used  to  enter  the  workforce 
older  than  their  peers,  with  the  interna¬ 
tional  norm  of  12  school  years.  But  the  im¬ 
plementation  was  rushed,  with  the  same 
material  stuffed  into  less  time.  Parents 
complain  that  children  are  stressed,  that 
they  have  to  drop  afternoon  activities  and 
that  they  are  cramming  for  exams  without 
learning  deeply. 
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Heinz-Peter  Meidinger,  head  of  the  Ger¬ 
man  association  of  philologists,  which 
represents  Gymnasium  teachers,  says  that, 
to  save  time,  most  history  courses  no  lon¬ 
ger  teach,  say,  the  American  Revolution. 
Yet  he  adds  that  it  is  impossible  to  know  if 
quality  has  improved  or  declined.  As  for 
stress,  parents  in  China  or  America  would 
not  understand  what  Germans  are  on 
about.  Nor  do  parents  in  Saxony  and  Thu¬ 
ringia.  These  former  East  German  regions 
have  had  12  years  of  schooling  since  1949, 
as  well  as  all-day  schools.  They  are  now 
among  Germany’s  best  performers.  If  par¬ 
ents  in  western  states  whine  about  stress,  it 
means  that  their  kids  should  have  gone  to 
the  basic  schools  instead  of  Gymnasium, 
says  Wolfgang  Nowak,  who  was  Saxony’s 
education  secretary  in  the  years  after  re¬ 
unification  and  designed  its  school  system. 


IN  YALAZA,  a  remote  mountain  village 
near  the  town  of  Lice,  the  seeds  of  a  “free 
Kurdistan”  are  being  sown.  A  “popular 
council”  vetted  by  rebels  of  the  outlawed 
Kurdistan  Workers’  Party  (pkk)  will  soon 
launch  Turkey’s  first  school  offering  educa¬ 
tion  in  the  Kurdish  language.  Last  summer 
Yalaza’s  fields  were  carpeted  with  canna¬ 
bis.  They  are  now  filled  with  tobacco  and 
other  legal  crops  after  the  pkk  outlawed 
the  booming  drug  trade.  “Yalaza  will  be  a 
model  commune  for  all  of  Kurdistan,  the 
state  cannot  set  foot  here,”  says  Serdar  Ce- 
lik,  a  pkk  man  who  seems  to  be  in  charge. 

On  the  main  road  from  Lice  to  Diyarba- 
kir,  the  pkk’s  star-emblazoned  crimson  flag 
is  hoisted  less  than  a  kilometre  away  from 
a  Turkish  army  checkpoint.  It  marks  the  en¬ 
trance  to  several  makeshift  camps  housing 
Kurdish  activists,  mostly  women.  Fehime 
Ete,  who  has  a  husband  and  two  sons  in 
jail  on  charges  of  separatism  and  three  oth¬ 
er  sons  fighting  for  the  pkk,  is  typical.  All 
are  bent  on  preventing  the  construction  of 
two  army  bases,  which  they  say  demon¬ 
strate  that  the  ruling  Justice  and  Develop¬ 
ment  (ak)  party  is  not  sincere  in  its  latest 
peace  talks  with  the  imprisoned  pkk 
leader,  Abdullah  Ocalan. 

The  Kurds’  protests  took  a  bloody  turn 
last  month  after  Turkish  soldiers  tried  to 
force  them  back,  killing  two  protesters. 
Thousands  of  Kurds  took  to  the  streets 
across  Turkey.  Mr  Ocalan’s  14-month-old 
ceasefire  seemed  about  to  collapse.  That 
could  have  dented  the  hopes  of  Recep  Tay- 
yip  Erdogan,  Turkey’s  prime  minister,  who 


But  angry  parents  are  motivated  and  or¬ 
ganised.  On  July  3rd  in  Bavaria  they  started 
a  petition  for  a  referendum  to  return  to 
“G9”  (the  nine-year  Gymnasium).  Similar 
initiatives  are  under  way  in  Hamburg  and 
elsewhere.  Lower  Saxony  has  decided  to 
return  to  G9  in  the  coming  school  year. 
Hesse  is  letting  schools  and  parents  decide 
whether  to  graduate  after  eight  or  nine 
years,  with  syllabuses  running  in  parallel. 

In  June  a  group  of  policy  wonks  (in¬ 
cluding  Mr  Meidinger)  pleaded  for  objec¬ 
tivity  in  a  controversy  that  has  become 
hysterical.  Yet  another  transition  would  be 
impractical.  More  fundamentally,  “going 
back  to  G9  is  insanity  and  nonsense,  it  ro¬ 
manticises  childhood,”  says  Mr  Nowak. 
There  are  better  debates  to  have,  such  as 
how  to  offer  more  preschools  or  to  find  and 
promote  the  best  teachers.  ■ 


this  week  announced  that  he  would  run  in 
the  first  direct  election  for  the  presidency  in 
August,  for  which  he  hopes  to  secure  Kurd¬ 
ish  support. 

In  the  event,  the  Kurds  won.  Construc¬ 
tion  of  the  army  bases  has  been  frozen  and 
more  pkk  flags  have  been  raised  around 
Lice.  Last  week  the  government  unveiled 
fresh  reforms  that  give  the  cabinet  author¬ 
ity  to  pursue  the  talks,  including  an  amnes¬ 
ty  for  pkk  fighters  untainted  by  violence. 
Mr  Ocalan  called  this  de-facto  anointment 
of  the  pkk  as  a  formal  negotiating  partner 
“historic.”  Thousands  of  Kurdish  activists, 
including  members  of  parliament,  have 
been  released  from  jail.  Laws  allowing 
education  in  Kurdish,  albeit  only  in  private 
schools,  have  been  passed.  But  ordinary 
Kurds,  who  say  they  face  discrimination 
elsewhere  in  Turkey,  are  unimpressed. 

Gulten  Kisanak,  who  in  March  was 


elected  Diyarbakir’s  first  female  mayor  on 
the  pro-Kurdish  bdp  ticket,  says  that,  if  a 
referendum  were  held  in  mainly  Kurdish 
provinces,  “at  least  80%  of  the  people 
would  vote  for  independence.”  Mr  Oca¬ 
lan,  who  launched  the  pkk  in  1978  promis¬ 
ing  this,  now  says  some  form  of  autonomy 
will  do.  Even  this  remains  a  distant  goal. 
Power  remains  concentrated  in  Ankara, 
which  continues  to  dictate  policy  in  such 
areas  as  health  and  education.  “We  still 
need  the  governor’s  approval  to  change 
street  names,”  Ms  Kisanak  complains. 

Mr  Erdogan,  has  promised  that,  if  elect¬ 
ed  president  in  August  (which  he  almost 
certainly  will  be),  he  will  “stop  at  nothing” 
to  fix  the  Kurdish  problem.  Critics  insist 
that  such  talk  is  tailored  merely  to  win 
Kurdish  votes. 

That  is  unfair.  Mr  Erdogan  has  done 
more  to  address  the  Kurdish  question  than 
any  of  his  predecessors.  Bans  on  the  Kurd¬ 
ish  language  are  being  eased.  (The  sight  of 
a  pkk  banner  on  any  road  in  Turkey  would 
previously  have  been  unthinkable.)  Un¬ 
employment  in  the  Kurdish  region  re¬ 
mains  at  nearly  twice  the  national  average, 
yet  the  wealth  created  under  ak  rule  in  the 
country  as  a  whole  is  starting  to  spread 
there  too.  Diyarbakir  will  soon  boast  the 
country’s  fifth-largest  airport,  with  direct 
connections  to  several  cities  in  Europe  and 
the  Middle  East  and,  for  the  first  time,  to 
other  Kurdish  cities. 

Meanwhile,  in  central  Diyarbakir  doz¬ 
ens  of  mothers  are  continuing  a  month¬ 
long  protest  against  the  “abduction”  of 
their  children  by  the  pkk.  Until  recently 
few  would  have  dared  publicly  to  air  anti- 
pkk  feelings.  Yet  the  Kurds’  nationalist  pas¬ 
sions  are  not  going  away:  rather  they  are 
being  further  inflamed. 

Turkey’s  Kurds  are  especially  excited  by 
dramatic  recent  changes  in  northern  Iraq. 
During  the  latest  fighting  in  Iraq,  the  north¬ 
ern  Kurdish  region  has  grabbed  Kirkuk  and 
accelerated  its  march  towards  indepen¬ 
dence.  Mr  Erdogan,  who  sees  the  6.5m- 
strong  Kurdish  region  of  Iraq  as  a  close  ally, 
is  quietly  egging  it  on.  “They  think  that  if 
they  allow  a  little  Kurdistan  to  be  estab¬ 
lished  outside  Turkey’s  borders,  this  will 
prevent  a  larger  one  from  being  carved  out 
of  its  own,”  says  Ms  Kisanak. 

Such  thoughts  are  echoed  by  senior  ak 
officials,  who  insist  that  autonomy  for  Tur¬ 
key’s  own  i4m-odd  Kurds  is  a  step  too  far. 
The  most  they  can  be  offered,  argues  Galip 
Ensarioglu,  an  ak  deputy  from  Diyarbakir, 
is  an  amnesty  for  pkk  prisoners  and  fight¬ 
ers  who  are  not  linked  to  violence.  Vaguely 
worded  anti-terror  laws  must  be  scrapped 
and  education  in  the  Kurdish  language  per¬ 
mitted  in  state  schools,  he  adds.  But  back  in 
Yalaza,  Mr  Celik  says  it  will  be  for  Turkey’s 
Kurds  to  decide  their  own  future.  “We 
won’t  be  hanging  around  waiting  for  Tur¬ 
key  to  give  us  our  rights,  we  will  seize  them 
for  ourselves,”  he  declares.  ■ 


Turkey  and  the  Kurds 

Dreams  of  Kurdistan 


YALAZA, LICE 

Buoyed  by  the  recent  success  of  their  Iraqi  brethren,  the  Kurds  in  Turkey  look 
hopefully  to  the  government  of  Recep  Tayyip  Erdogan  for  a  new  peace  deal 
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Charlemagne  |  Loosening  the  union 


The  struggle  to  avoid  divorce  between  Britain  and  the  European  Union 


BRITAIN  and  Europe  are  like  a  couple  in  a  difficult  marriage. 

One  day  they  have  a  blazing  row;  the  next  they  want  to  kiss 
and  make  up.  Britain’s  David  Cameron  tried  every  means  possi¬ 
ble  to  block  the  nomination  of  Jean-Claude  Juncker  as  the  next 
president  of  the  European  Commission.  But  reasoned  argument, 
appeals  to  self-interest,  emotional  blackmail  and  threats  of  “con¬ 
sequences”  all  failed:  the  European  Union  summit  on  June  26th 
and  27th  endorsed  Luxembourg’s  former  prime  minister  by  26 
votes  to  two  (only  Hungary  sided  with  Britain).  Now  Mr  Camer¬ 
on  says  Mr  Juncker  is  a  man  he  can  do  business  with.  Germany 
promised  to  help  keep  the  family  together.  Sweden  would  “go  the 
extra  mile”  to  satisfy  Britain’s  desire  to  renegotiate  its  relationship 
with  the  eu.  All  vowed  that  British  concerns  would  “be  ad¬ 
dressed”  and  that  “ever  closer  union”  need  not  apply. 

Many  in  Brussels  dismiss  the  “Junk  Juncker”  campaign  as  a 
tantrum  provoked  by  the  internal  politics  of  the  Conservative 
Party  and  the  challenge  of  the  uk  Independence  Party  rather 
than  by  the  eu.  Perhaps,  some  Eurocrats  hope,  the  problem  will 
go  away  if  Mr  Cameron  loses  office  next  year.  That  would  be  a  de¬ 
lusion.  British  politics  may  be  changing,  but  the  eu  is  changing 
too,  and  in  ways  that  are  uncomfortable  for  any  British  govern¬ 
ment.  It  was  striking  that  all  the  main  British  parties  objected  to 
the  system  of  Spitzenkandidaten,  or  leading  candidates,  that  se¬ 
cured  Mr  Juncker’s  victory,  fearing  it  would  shift  power  from  na¬ 
tional  governments  to  the  European  Parliament.  Britain  long  ago 
stepped  out  of  line  with  the  rest  of  the  eu.  It  is  neither  in  the  euro 
nor  in  the  Schengen  free-travel  zone.  Its  desire  for  an  ever  looser 
union  may  be  postponed  but  cannot  be  avoided.  Every  row 
rends  the  relationship  further,  and  there  are  bound  to  be  more. 

For  one  thing,  Mr  Juncker’s  nomination  is  just  the  start  of  the 
fight  for  top  Brussels  jobs.  At  a  summit  on  July  16th,  immediately 
after  the  parliament’s  expected  endorsement  of  Mr  Juncker,  lead¬ 
ers  will  wrangle  over  other  posts,  including  that  of  the  president 
of  the  European  Council  (representing  leaders),  the  high  repre¬ 
sentative  (the  foreign-policy  boss),  a  full-time  president  of  the  Eu¬ 
rogroup  (the  euro  zone’s  finance  ministers)  and  the  main  com¬ 
mission  jobs.  European  leaders  have  reassured  Mr  Cameron  that 
the  head  of  the  European  Council,  in  particular,  will  be  chosen  by 
consensus.  Yet  such  private  promises  may  not  survive  the  last-mi¬ 


nute  scramble  for  national  influence. 

The  usual  method  is  to  satisfy  all  with  a  package  that  balances 
political  party,  region  and  gender.  Since  Mr  Juncker  is  from  the 
centre-right  European  People’s  Party  (epp),  the  European  Council 
job  may  go  to  the  centre-left  Socialists  &  Democrats.  The  obvious 
choice  is  Helle  Thorning-Schmidt,  Denmark’s  prime  minister 
(married  to  Stephen  Kinnock,  son  of  Britain’s  former  Labour 
leader,  Neil  Kinnock).  But  she  may  not  be  leftist  enough  for 
France’s  Francois  Hollande,  and  she  is  handicapped  because 
Denmark,  like  Britain,  is  outside  the  euro.  Some  are  touting  the 
Dutch  Liberal  prime  minister,  Mark  Rutte,  but  his  abrasiveness 
over  euro-zone  bail-outs  has  incurred  the  wrath  of  southern 
Europeans  and  his  group  now  trails  Mr  Cameron’s  European 
Conservatives  and  Reformists  in  the  parliament.  So  it  may  be 
back  to  the  epp:  Finland’s  Jyrki  Katainen,  Latvia’s  Valdis  Dom- 
brovskis,  Estonia’s  Andrus  Ansip  or  Ireland’s  Enda  Kenny,  all  for¬ 
mer  or  current  prime  ministers. 

Contenders  for  the  foreign-policy  job  are  three  foreign  minis¬ 
ters:  Poland’s  Radek  Sikorski  (too  anti-Russian  for  some,  and  dam¬ 
aged  by  leaked  tapes  of  conversations  in  which  he  criticises  both 
America  and  Britain),  Italy’s  Federica  Mogherini  (too  pro-Russian 
for  others,  and  a  neophyte)  and  the  Netherlands’  Frans  Timmer¬ 
mans.  Having  been  sidelined  with  the  foreign-policy  job  for 
Catherine  Ashton,  Britain  now  wants  a  big  economic  post,  per¬ 
haps  competition  (also  claimed  by  Germany)  or  the  single  mar¬ 
ket.  Assuming  the  British  can  overcome  Mr  Juncker’s  wish  to  re¬ 
ward  his  supporters,  securing  such  a  job  would  require  them  to 
send  a  heavyweight  who  is  not  so  Eurosceptic  as  to  invite  rejec¬ 
tion  by  the  European  Parliament-a  test  they  may  well  fail. 

One  thing  should  be  watched  in  the  manoeuvring.  As  impor¬ 
tant  as  the  public  figures  are  less  visible  officials,  particularly 
those  linked  to  Germany’s  centre-right  cdu.  The  forces  behind 
Spitzenkandidaten  include  officials  linked  to  Germany’s  centre- 
right  cdu  such  as  Klaus  Welle,  secretary-general  of  the  European 
Parliament,  and  Martin  Selmayr,  who  is  likely  to  be  Mr  Juncker’s 
chief  of  staff.  A  canny  gesture  for  Britain  would  be  to  appoint  Jon¬ 
athan  Faull,  a  respected  senior  director-general,  bagging  the  top 
post  in  the  bureaucracy,  secretary-general  of  the  commission. 

The  changing  balance  of  power 

The  nub  of  Britain’s  dilemma  is  the  fact  that  the  more  Mr  Camer¬ 
on  talks  of  leaving,  the  more  toxic  he  becomes  to  his  friends.  On 
Spitzenkandidaten,  Britain  had  the  sympathy  of  about  a  third  of 
leaders,  yet  almost  all  abandoned  the  prime  minister.  He  himself 
ruefully  admits  that  British  support  for  any  candidate  would 
now  “blight”  their  chances.  France,  so  often  Britain’s  rival,  would 
normally  share  the  desire  to  ensure  the  primacy  of  national  lead¬ 
ers.  After  all,  it  was  de  Gaulle  who  pressed  to  keep  the  national 
veto  in  1965.  But  these  days  Mr  Hollande  counts  for  little.  He 
signed  up  to  Spitzenkandidaten,  hoping  to  get  a  German  Social 
Democrat,  Martin  Schulz.  He  and  his  Italian  colleague,  Matteo 
Renzi,  now  hope  Mr  Juncker  will  be  soft  on  fiscal  austerity. 

The  heart  of  the  matter  is  the  strength  of  Germany.  Mr  Camer¬ 
on  trusted  Chancellor  Angela  Merkel’s  half-promise  to  halt  Mr 
Juncker,  but  she  changed  her  mind  when  she  was  accused  at 
home  of  favouring  the  British  over  democracy.  When  the  lady 
was  for  turning,  everybody  else  turned  too.  It  is  she,  above  all, 
who  will  decide  how  far  Europe  can  go  to  keep  Britain  in.  ■ 
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Politics 

Out  of  the  mire 


The  Conservative  Party  is  more  united  than  it  has  been  for  years.  It  will  take  more 
than  that  to  win  the  next  election 


DAVID  CAMERON’S  bad-tempered  bid 
to  keep  Jean-Claude  Juncker  from  the 
helm  of  the  European  Commission  may 
have  irritated  Britain’s  neighbours,  but  it 
delighted  his  Conservative  Party.  Back  in 
Westminster,  defeated  and  bleary-eyed, 
the  prime  minister  received  a  rapturous 
welcome.  One  by  one,  mps  rose  to  issue 
their  encomiums.  “I  always  knew  he  had 
lead  in  his  pencil!”  gushed  Stewart  Jack- 
son,  a  serial  rebel.  Another  compared  Mr 
Juncker  to  the  Luftwaffe  and  Mr  Cameron, 
by  implication,  to  the  Royal  Air  Force  (over¬ 
looking  that  the  raf  did  at  least  succeed). 

Brussels-bashing  usually  goes  down 
well  with  Tory  backbenchers,  but  this  was 
about  more  than  just  the  unloved  Luxem- 
bourger.  A  general  election  is  due  next  May 
and  previously  truculent  mps  like  Mr  Jack- 
son  are  rallying.  After  four  years  of  ffac- 
tiousness  in  the  Tory  party,  the  tribal  spirit 
has  returned.  That  will  boost  the  party’s 
election  machine— which  needs  all  the 
help  it  can  get. 

It  only  takes  a  glance  at  gdp  figures  to 
understand  the  turnaround.  Britain  is  ex¬ 
pected  to  grow  faster  than  any  other  large 
advanced  economy  this  year.  Credit  for 
this  is  flowing  to  the  Conservatives:  ac¬ 
cording  to  YouGov,  a  polling  firm,  their  rat¬ 
ing  on  the  economy  is  the  best  it  has  been 
since  they  took  office,  and  improving. 


George  Osborne,  the  chancellor  and  an 
ever  more  dominant  figure  in  the  party,  has 
seen  his  once-abysmal  personal  standing 
soar,  too.  The  contrast  between  his  budgets 
of  2012  and  2014,  the  first  a  political  disas¬ 
ter,  the  second  a  triumph,  are  held  up  as  ev¬ 
idence  of  the  party’s  resurgence. 

Some  Tories  are  rightly  concerned  that 
the  recovery  is  not  reaching  people’s  wal¬ 
lets— a  charge  that  Labour  makes  incessant¬ 
ly.  Still,  wages  are  starting  to  creep  up  and 
unemployment  has  tumbled.  When  on 
July  1st  Ed  Miliband,  Labour’s  leader, 
claimed  that  the  jobs  created  were  mostly 
in  booming  London,  Conservatives  glee- 

I  In  the  slipstream 
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fully  put  him  right:  the  opposite  is  now 
true.  According  to  the  Office  for  National 
Statistics,  four  in  five  new  posts  are  outside 
the  capital. 

This  points  to  a  second  cause  for  Tory 
optimism:  the  state  of  the  opposition.  As 
his  lead  over  the  Tories  has  narrowed  (see 
chart),  so  rumblings  about  Mr  Miliband’s 
leadership  have  become  louder.  On  July  1st 
Lord  Glasman,  a  former  adviser,  accused 
him  of  lacking  direction  and  offering  “me¬ 
diocrity”.  Conservative  mps  are  confident 
that  once  voters  start  taking  a  closer  look  at 
Mr  Miliband  they  will  reach  the  same  con¬ 
clusion.  They  greeted  him  with  a  sarcastic 
cheer  when  he  rose  at  Prime  Minister’s 
Questions  on  July  2nd. 

“At  the  same  time  as  Labour  is  losing 
discipline,  we  seem  to  be  gaining  it,”  says 
David  Skelton  of  Renewal,  a  Tory  pressure 
group.  He  has  a  point.  Unlike  Labour,  the 
party  has  a  clear,  simple  electoral  pitch:  it 
has  cut  welfare  spending,  immigration  and 
taxes  and  wants  to  continue  doing  so.  Tory 
mps  may  roll  their  eyes  at  the  slogans  they 
must  parrot-“long-term  economic  plan” 
and  “hard-working  people”-but  the  result 
is  an  impression  of  crispness  and  consis¬ 
tency.  Those  who  stray  from  the  script  re¬ 
ceive  phone  calls  from  Lynton  Crosby,  an 
Australian  spin  doctor,  sternly  reminding 
them  that  they  should  “participate,  not 
commentate.”  The  carrot  of  a  cabinet  re¬ 
shuffle  in  the  coming  weeks,  dangled  over 
the  ambitious  for  months  now,  is  another 
reason  to  toe  the  line.  Order  reigns. 

It  was  not  meant  to  be  this  way.  The 
populist  right-wing  uk  Independence 
Party  (ukip)  came  first  in  the  European 
election  on  May  22nd,  nudging  the  Tories 
into  a  dismal  third  place.  But  the  expected 
recriminations  did  not  materialise— espe-  ►► 
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►  daily  as  the  Tories  stormed  to  vidory  in  a 
by-eledion  in  Nottinghamshire  two  weeks 
later.  Their  campaign  was  slick,  concentrat¬ 
ing  on  jobs  and  public  services  rather  than 
ukip’s  preferred  ground  of  immigration 
and  Europe.  The  party  bussed  in  young  ac¬ 
tivists  to  knock  on  doors  (lured  more  by  the 
prospect  of  nocturnal  carousing  than  of 
canvassing  voters,  it  was  said). 

But  the  by-election  result  disguises 
broader  troubles.  It  is  one  thing  to  flood  a 
single  seat  with  resources;  quite  another  to 
run  a  national  election  campaign.  They 
may  be  catching  up,  but  the  Conservatives 
still  lag  Labour  in  the  polls.  According  to 
Lord  Ashcroft,  a  Tory  peer  and  pollster, 
they  are  slightly  further  behind  in  margin¬ 
al  seats.  Yet  they  need  to  be  four  or  five 
points  ahead  nationally  just  to  be  the  larg¬ 
est  party,  he  reckons-and  more  than  that 
to  have  a  majority. 

Is  this  possible?  To  advance,  the  party 
especially  needs  to  squeeze  the  ukip  vote 
(now  in  double  digits).  In  the  latest  You- 
Gov  survey  14%  of  respondents  who  voted 


Tory  in  2010  said  they  planned  to  back  the 
insurgent  party,  which  is  also  picking  off 
Labour  and  Liberal  Democrat  voters  who 
might  otherwise  vote  Conservative. 

Still,  as  Peter  Kellner  of  YouGov  notes, 
the  “fundamentals”  are  on  the  Tories’  side. 
The  party’s  task  is  to  convert  its  strengths 
on  issues  like  the  economy  into  votes.  Mr 
Kellner  reckons  that  it  can  win  back  defec¬ 
tors  to  ukip  by  focusing  on  their  living 
standards  and  making  the  election  a 
choice  between  the  two  prospective  prime 
ministers  (most  UKipers  prefer  Mr  Camer¬ 
on  to  Mr  Miliband). 

For  much  of  the  current  term  the  Con¬ 
servative  Party  has  seemed  cartoonishly 
ungovernable,  mps  were  furious  at  the 
strictures  of  coalition,  rebelled  more  fre¬ 
quently  than  those  in  any  previous  post¬ 
war  parliament,  routinely  aired  their  griev¬ 
ances  in  public  and  in  some  cases  plotted 
Mr  Cameron’s  downfall.  All  that  has  faded. 
The  tribe  has  regrouped.  That  may  not  last, 
but  for  now,  at  least,  it  seems  willing  to  be 
led.  ■ 


Carbon  capture 

Pipe  dreams 


A  fresh  effort  to  store  pollutants  underground 


FOR  more  than  30  years  Peterhead  pow¬ 
er  station  has  churned  out  electricity 
from  a  windswept  spot  on  the  north-east 
coast  of  Scotland.  Its  chimney  (pictured)  is 
a  familiar  landmark  for  strollers  on  Aber¬ 
deen’s  chilly  beach.  Yet  soon  the  ageing 
gas-fired  plant  could  host  a  crucial  experi¬ 
ment.  Engineers  from  Shell,  an  oil  firm,  and 
sse,  an  energy  company,  plan  to  add  tech¬ 
nology  that  will  capture  the  carbon  diox¬ 
ide  which  billows  from  Peterhead’s  fur¬ 
nace  and  store  it  in  a  depleted  gasfield 
more  than  a  mile  beneath  the  North  Sea. 
That  could  cut  its  emissions  by  up  to  90%, 
making  Peterhead  by  far  the  cleanest  gas 


plant  in  the  world. 

Peterhead  is  one  of  two  preferred  bid¬ 
ders  in  a  government  contest  that  aims  to 
kick-start  Britain’s  adoption  of  carbon  cap¬ 
ture  and  storage  (ccs)  technologies.  The 
other  pet  project  is  a  proposed  coal-fired 
plant  at  Drax  power  station  in  Yorkshire, 
which  will  pipe  its  pollutants  about  50 
miles  to  the  coast  before  trapping  them  in 
rocks  beneath  the  waves.  Yet  politicians 
have  been  soliciting  similar  proposals 
since  2007,  without  bringing  any  to  fru¬ 
ition;  abortive  efforts  at  Peterhead  go  back 
even  further.  Boosters  hope  this  latest  crop 
will  buck  a  sorry  trend. 
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The  rewards  could  be  great,  ccs  is  one 
of  a  very  few  ways  to  clean  up  industries 
such  as  steelmaking  or  chemicals.  Fossil- 
fuel  power  stations  fitted  with  carbon-cap¬ 
turing  kit  would  provide  an  unusually  flex¬ 
ible  source  of  green  power  (solar  panels 
and  wind  farms  work  only  in  the  right 
weather,  and  nuclear  reactors  cannot  re¬ 
spond  quickly  to  changes  in  demand). 

These  benefits  would  bring  savings. 
Carbon  capture  could  be  lopping  £30  bil¬ 
lion  ($51  billion)  off  Britain’s  annual  energy 
bill  by  2050,  says  the  Energy  Technology 
Institute,  a  government  and  industry  re¬ 
search  body.  The  International  Energy 
Agency,  an  intergovernmental  outfit,  reck¬ 
ons  ccs  will  have  to  deliver  one-sixth  of 
the  emissions  cuts  required  to  limit  the 
damage  done  by  climate  change,  and  that 
forgoing  it  would  raise  costs  by  40%. 

Britain  is  well  placed  to  cash  in.  Its 
wealth  of  underwater  engineers  will  need 
new  ways  to  keep  busy  as  the  North  Sea’s 
fields  run  dry.  A  steady  supply  of  carbon 
could  be  usefiil  to  roughnecks,  who  are  ex¬ 
perimenting  with  techniques  that  use  the 
gas  to  squeeze  more  oil  from  mature  wells. 
And  the  country’s  deep  aquifers  and  de¬ 
pleted  reservoirs  could  probably  hold  100 
years-worth  of  emissions. 

That  makes  slow  progress  all  the  more 
frustrating.  In  May  mps  on  the  climate- 
change  select  committee  complained  that 
government  dithering  had  led  to  a  “lost  de¬ 
cade”  for  ccs  in  Britain.  Money  is  part  of 
the  problem-boffins  say  energy  from  the 
first  ccs  plants  could  cost  £i50-£200  per 
megawatt  hour,  four  times  the  current 
wholesale  price  of  power  and  more  expen¬ 
sive  even  than  offshore  wind  farms.  Euro¬ 
pean  laws  that  oblige  Britain  to  invest 
heavily  in  renewables  are  diverting  re¬ 
sources  away  from  ccs,  says  Judith  Sha¬ 
piro,  an  industry  spokesperson. 

Yet  the  government  is  digging  deep  to 
make  sure  its  latest  efforts  pay  off.  In  2007  it 
put  aside  £1  billion  to  help  fund  the  capital 
costs  of  some  ccs  projects-not  least  the 
huge  expense  of  laying  new  pipelines 
overland.  Lately  it  has  also  promised  ongo¬ 
ing  subsidies  of  the  type  given  to  renew¬ 
ables  (at  a  rate  to  be  agreed).  Bosses  at  Peter¬ 
head  and  at  Drax  say  that  next  year  they 
hope  to  make  a  final  decision  on  whether 
or  not  to  press  ahead. 

Pessimists  say  that  a  few  pilot  projects 
will  not  make  an  industry,  even  if  the  tech¬ 
nology  proves  viable.  Some  fret  that  run¬ 
ners-up  in  the  government’s  competition 
will  run  out  of  money  while  it  mulls  what 
subsidies  to  offer;  others  warn  of  bottle¬ 
necks  without  more  efforts  to  identify  stor¬ 
age  sites.  One  big  uncertainty  is  how  the 
public  will  react  when  plans  for  carbon 
capture  are  better  known.  Though  engi¬ 
neers  have  been  cramming  carbon  under¬ 
ground  for  several  years-notably  in  Nor- 
way-the  idea  could  still  spark  alarm.  That 
would  not  easily  go  back  in  the  bottle.  ■ 
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Bagehot  |  In  the  ring  with  Chuka  Obama 


As  Labour  Party  leaders  jockey  for  position,  the  shadow  business  secretary  is  one  to  watch 


CHUKA  UMUNNA  had  an  especially  packed  inbox  this  past 
week.  Some  of  his  correspondents  called  the  Labour  mp  for 
Streatham  a  “spear  chucker”  (geddit?).  Others  invited  the  mixed- 
race  grandson  of  a  high-court  judge  to  “go  home”.  They  took  ex¬ 
ception  to  Mr  Umunna’s  recent  observation  that  one  in  five 
Britons  cannot  do  basic  tasks  online-and  that  such  digital  cast¬ 
aways  are  likely  to  vote  for  the  uk  Independence  Party  (ukip).  It 
is  surprising  what  some  racist  scumbags  take  exception  to. 

Perhaps  what  they  really  minded  was  Mr  Umunna’s  broader 
point,  which  is  that  improving  education  and  economic  opportu¬ 
nity  are  a  better  response  to  the  xenophobia  fuelling  ukip’s  rise 
than  pandering  to  it.  Some  of  his  party  colleagues  think  Labour 
needs  a  tougher  line  on  immigration  to  stanch  its  losses  to  ukip; 
Mr  Umunna,  the  son  of  a  poor-made-good  Nigerian  immigrant, 
and  mp  for  one  of  Britain’s  most  diverse  places,  says  that  is  rub¬ 
bish.  “It  would  be  counter-productive,  illogical  and  it’s  not  the 
party  we  are,”  he  says,  showing  the  passion  that  some  of  his 
many  admirers  fear  he  might  lack. 

For  a  35-year-old  who  entered  Parliament  only  four  years  ago, 
the  shadow  business  secretary’s  strengths  are  well  recognised. 
He  is  handsome,  charming  and  a  superb  communicator.  In  a  time 
of  reviled  politicians,  people  actually  like  listening  to  him.  As  Mr 
Umunna  went  about  his  constituency  duties,  one  recent  morn¬ 
ing,  it  was  striking  how  many  people— men  and  women  and  all 
rather  giggly— wanted  to  be  photographed  with  their  mp. 

The  contrast  with  Labour’s  leader  Ed  Miliband,  a  body-awk¬ 
ward  wonk,  is  exciting  rueful  comment.  Because  Mr  Miliband  is 
having  such  a  dreadful  time,  prone  to  weekly  gaffes,  execrable 
personal  ratings  and  hostile  briefings  from  within  his  kitchen 
cabinet,  Labour  minds  are  naturally  turning  to  the  next  leader¬ 
ship  contest.  If  Mr  Miliband  fails  to  win  next  year’s  general  elec¬ 
tion,  the  current  mood  in  the  party  suggests,  he  will  face  a  chal¬ 
lenge.  There  will  be  no  rerun  of  Neil  Kinnock’s  serial  losses. 

Ed  Balls,  the  shadow  chancellor  of  the  exchequer,  is  plainly  on 
manoeuvres,  courting  the  unions  and  local  associations,  but  not 
on  his  own  behalf.  Rambunctious  and  divisive,  he  appears  to  be 
campaigning  for  his  wife,  the  enigmatic  shadow  home  secretary, 
Yvette  Cooper.  Andy  Burnham,  the  shadow  health  secretary  and, 
like  Mr  Balls,  a  loser  to  Mr  Miliband  last  time  around,  is  also 


“spending  a  lot  of  time  with  the  unions”,  in  the  euphemistic 
phrase  of  another  Labour  front-bencher. 

Mr  Umunna  is  taking  no  such  steps,  which  is  wise.  His  precoc¬ 
ity  has  already  left  him  vulnerable  to  accusations  of  pushiness. 
Yet  it  is  clear  that  the  putative  contest  would  pit  the  older  guard, 
probably  led  by  Ms  Cooper,  against  at  least  one  star  of  Labour’s 
gifted  2010  parliamentary  intake,  among  whom  Mr  Umunna 
shines  brightest.  A  recent  poll  made  Mr  Umunna  the  favourite  to 
succeed  Mr  Miliband,  with  70%  saying  they  would  consider  vot¬ 
ing  for  him,  followed  by  67%  for  Ms  Cooper. 

Such  a  choice  would  be  largely  a  matter  of  taste:  none  of  the 
expected  contenders  would  be  likely  to  abandon  the  New  La¬ 
bour  centrism  against  which  Mr  Miliband  is,  rather  painfully, 
kicking.  But  style  can  be  important,  not  least  because,  as  leader, 
Mr  Umunna  or  either  of  his  similarly  well-regarded  peers  on  the 
Labour  front  bench,  Tristram  Hunt  and  Rachel  Reeves,  would  sig¬ 
nal  an  end  to  the  feuding  that  has  long  blighted  the  party.  Mr  Mili¬ 
band  has  done  well  to  draw  the  poison;  victory  for  Mr  Balls,  a  for¬ 
mer  enforcer  for  Gordon  Brown,  would  replenish  it.  By  contrast, 
Mr  Umunna  and  the  other  20ioers  are  untainted  and  unstirred  by 
the  tempers  that  the  respective  legacies  of  Mr  Brown  and  his  pre¬ 
decessor  as  Labour  prime  minister,  Tony  Blair,  arouse.  They  are 
also  friends-Mr  Umunna  would  not  allow  Mr  Hunt  to  call  him 
“Chuka  Obama”  otherwise.  If  Mr  Miliband’s  hopes  of  remaking 
British  capitalism  are  receding,  the  Labour  leader  may  at  least  be 
imbuing  his  party  with  some  of  his  own  decency. 

Perhaps  the  solidarity  among  Mr  Umunna,  Mr  Hunt  and  Ms 
Reeves  could  turn  into  something  more  solid.  Because  they  are 
better  placed  than  their  more  gnarled  colleagues  to  answer  the 
question  which  will  dominate  Labour  for  years-what  should 
the  left  do  when  money  is  tight?  That  Mr  Miliband  has  failed  to 
answer  it  is  not  only  a  presentational  issue.  It  is  because  when  he 
was  in  government  there  was  plenty  of  money  around  and  he 
seems  unable  to  register  how  dire  Britain’s  public  finances  are.  Mr 
Balls  has  the  same  problem;  Mr  Umunna  and  his  peers,  having 
cut  their  teeth  in  austerity,  have  not.  Asked  how  his  politics  have 
changed,  Mr  Umunna  says  he  has  become  far  more  hawkish  on 
spending.  Partly  as  a  response  to  that,  he  also  notes  that  he  and 
his  contemporaries  are  keen  on  decentralising  power,  not  least 
because  they  see  it  as  necessary  to  drive  growth.  “Though  may¬ 
be”,  he  joshes,  “that’s  because  none  of  us  has  been  in  govern¬ 
ment,  so  we  don’t  know  what  it  feels  like  to  give  power  away.” 

Green,  but  no  sap 

Mr  Umunna  is  an  appealing  politician,  but  his  inexperience 
could  be  a  problem.  Critics  in  Labour  ask  what,  beneath  the  pol¬ 
ish,  he  truly  thinks.  In  conversation,  he  gives  clues,  but  no  wholly 
satisfying  answer  to  that.  He  is  clever  and  able  to  marshal  the 
right  arguments  on  many  topics;  but  push  him  and  he  can  sound 
less  assured.  He  wants  the  government  to  be  “active”  but  not  “in¬ 
terventionist”  in  the  economy;  but  what’s  the  difference?  He  finds 
the  question  of  state  ownership  at  once  important  and  over¬ 
played.  The  impression  is  of  a  quick-witted  and  fair-minded  prag¬ 
matist,  still  settling  on  his  core  opinions. 

That  is  no  slur.  That  Mr  Umunna  has  been  so  exposed  at  such  a 
tender  stage  in  his  career  suggests  quite  how  far  he  stands  above 
most  of  his  colleagues  on  the  Labour  front-bench.  And  he  has 
earned  the  plaudits  this  exposure  has  brought  him.  The  question 
is  whether,  if  Mr  Miliband  crashes  and  burns  next  year,  Mr 
Umunna  will  be  ready.  ■ 
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Revenge  porn 


Misery  merchants 


How  should  the  online  publication  of  explicit  images  without  their  subjects’ 
consent  be  punished? 


UT  TE  SAID  he  would  destroy  me,”  says 

LI  Annmarie  Chiarini,  a  lecturer  from 
Maryland.  In  2011,  after  a  bitter  break-up, 
her  ex-boyfriend  uploaded  dozens  of  pho¬ 
tos  of  her  naked  to  a  porn  website,  along 
with  her  contact  details  and  the  name  of 
the  school  where  she  works.  That  made 
her  one  of  a  growing  number  of  victims  of 
“revenge  porn”:  the  non-consensual  publi¬ 
cation  online  of  explicit  images,  often  by 
an  ex-boyfriend  seeking  to  wound.  Ubiq¬ 
uitous  smartphones  and  cheap  data  pack¬ 
ages  mean  such  intimacies  are  easier  to 
share  than  they  used  to  be-and  more  of¬ 
ten  betrayed  after  a  relationship  is  ended. 

At  least  3,000  porn  websites  around  the 
world  feature  the  revenge  genre,  and  the 
number  is  rising,  says  John  Di  Giacomo  of 
Revision  Legal,  a  Michigan-based  law  firm. 
Women’s  charities  in  Britain  and  America 
say  more  victims  are  contacting  them  for 
help  all  the  time.  (Men  are  occasionally  tar¬ 
geted,  too.)  In  Japan  the  number  of  cases 
reported  to  police  more  than  tripled,  to 
27,334.  between  2008  and  2012. 

The  consequences  for  the  unwitting 
subjects  can  be  severe,  including  damage 
to  their  future  relationships  and  careers. 
Ms  Chiarini  was  harassed  online.  Others 
have  had  abusive  strangers  turn  up  at  their 
doors.  In  the  past  couple  of  years  several 
are  known  to  have  killed  themselves. 

Yet  victims  often  find  themselves  with¬ 
out  legal  recourse.  Many  countries  have 


laws  against  harassment  or  “malicious 
communication”,  but  these  generally  tar¬ 
get  repeated  actions,  direct  contacts  and 
verbal  or  physical  threats.  Copyright  law 
cannot  help  if  the  person  who  publishes 
an  image  also  took  it.  Even  if  it  was 
snapped  by  the  subject  (one  survey  sug¬ 
gests  that  such  “selfies”  make  up  a  large 
share  of  all  revenge  porn),  getting  it  taken 
down  is  slow  and  costly.  And  during  the 
delay  it  may  be  republished  elsewhere. 

If  images  were  stolen  or  obtained  by 
subterfuge,  a  victim  may  have  some  re¬ 
dress.  In  February  a  jury  in  Texas  awarded 
$500,000  to  a  woman  whose  ex-boyfriend 
posted  a  pornographic  video  he  recorded 
during  a  Skype  call.  But  few  victims  bring 
such  cases.  Costs  can  reach  $100,000  and 
legal  proceedings  will  draw  unwanted  at¬ 
tention  to  the  images.  And  most  countries 
absolve  websites  that  host  user-generated 
material  of  legal  responsibility  for  it.  (Child 
pornography  is  usually  an  exception.) 
After  “basically  begging”  a  site  to  remove 
images  of  herself,  Bekah  Wells,  a  Florida 
student,  found  her  written  appeal  and 
photos  featured  on  its  home-page. 

Laws  against  child  pornography  and 
hacking  can  sometimes  be  pressed  into 
service.  In  March  a  court  in  Ohio  awarded 
a  client  of  Marc  Randazza,  a  lawyer  in  Las 
Vegas,  damages  of  $385,000  against  Kevin 
Bollaert,  a  Californian,  since  the  client  was 
under  18  in  photos  featured  on  his  site, 


UGotPosted.  Also  facing  prosecution  and 
possible  jail  time  is  Hunter  Moore,  who  the 
fbi  claims  paid  a  hacker  to  source  images 
for  his  now-defunct  site,  IsAnyoneUp. 

Mr  Bollaert  also  faces  prosecution  for 
extortion,  which  could  lead  to  years  in  jail. 

He  is  charged  with  having  made  tens  of 
thousands  of  dollars  from  another  site, 
ChangeMyReputation,  which  would  con¬ 
tact  UGotPosted’s  victims  to  alert  them  to 
the  publication  of  their  images-and  offer 
to  get  them  removed  for  $300  or  more. 
Klein  Investigations  and  Consulting,  a  Tex¬ 
an  firm,  says  that  since  the  beginning  of 
last  year  it  has  found  seven  American  sites 
that  offer  to  remove  content  if  the  subject 
pays.  All  have  since  closed  in  the  face  of  liti-. 
gation  or  prosecution.  It  has  also  sent  evi¬ 
dence  to  Interpol  relating  to  eight  similar 
operations  based  elsewhere. 

But  site  owners  can  still  make  money,  if 
they  are  careful,  by  running  paid  ads  for 
“arbitration”  or  “reputation  management” 
firms  that  negotiate  with  sites  on  behalf  of 
victims.  According  to  Mr  Randazza,  if  cus¬ 
tomers  can  choose  between  several  firms 
that  are  independent  of  the  site  publishing 
the  images  and  do  not  guarantee  results, 
extortion  charges  are  unlikely  to  stick. 

Ex-deletion 

As  lawmakers  and  politicians  around  the 
world  wake  up  to  the  spread  of  revenge 
porn,  more  are  trying  to  craft  laws  against 
it.  Israel  has  gone  furthest:  in  January  the 
Knesset  voted  unanimously  to  make  post¬ 
ing  intimate  images  without  the  subject’s 
agreement  count  as  sexual  harassment, 
punishable  by  up  to  five  years  in  jail.  Previ¬ 
ously  such  actions  were  regarded  as  mere 
violations  of  privacy.  Police  rarely  investi¬ 
gated,  let  alone  sought  to  prosecute. 

The  new  law  has  changed  attitudes, 
says  Yifat  Kariv,  who  sponsored  it  in  the  ►► 
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►  Knesset.  But  establishing  beyond  doubt 
who  first  disseminated  an  image  is  hard. 
An  ex-boyfriend  may  claim,  for  example, 
that  the  images  were  stolen  when  his  com¬ 
puter  was  hacked.  In  the  past  four  months 
Israeli  police  have  opened  files  on  55  cases, 
37  of  which  are  still  being  investigated.  So 
far  just  one  has  led  to  an  indictment. 

Britain  is  also  planning  revenge-porn 
laws.  Chris  Grayling,  the  justice  secretary, 
told  parliament  on  July  1st  that  the  govern¬ 
ment  may  include  them  in  a  criminal-jus¬ 
tice  bill  planned  for  the  autumn.  Julian 
Huppert,  a  Liberal  Democrat  mp  who  cam¬ 
paigns  on  the  issue,  thinks  that  even  if 
prosecution  is  rare,  the  mere  possibility 
will  act  as  a  deterrent.  Many  of  those  who 
post  revenge  porn  are  quite  open  about  it, 
he  points  out.  “They  think  it’s  funny.” 

New  law  is  being  shaped  in  Germany, 
too.  In  May  a  court  in  Koblenz  ordered  a 
man  who  possessed  erotic  photos  and  vid¬ 
eos  of  his  ex-girlfriend  to  delete  the  most 
explicit  ones  on  her  request-though  they 
had  been  shot  with  her  permission  and  he 
had  neither  shared  them  nor  threatened  to 
do  so.  The  potential  for  harm  to  her  out¬ 
weighed  his  rights  as  the  images’  owner 
and  copyright  holder,  the  judge  said.  Both 
are  likely  to  appeal:  she  wants  them  all  de¬ 
leted,  even  the  tamer  ones,  and  he  is  un¬ 
willing  to  give  up  any  of  them. 

American  politicians  and  lawmakers 
are  just  as  keen  as  those  elsewhere  to  tackle 
a  new  menace  that  has  captured  broad 
public  attention.  Several  states,  including 
California  and  New  Jersey,  have  passed 
laws  targeting  revenge  porn,  and  more  are 
planning  them.  Jackie  Speier,  a  Californian 
congresswoman,  is  pushing  for  a  bill  that 
would  make  online  dissemination  of  the 
material  a  federal  crime. 

But  these  efforts,  Mr  Randazza  says, 
may  end  up  producing  nothing  more  than 
“chicken-soup  laws-they  make  everyone 
feel  a  little  bit  better  but  they  don’t  really  do 
anything.”  The  difficulty  is  crafting  laws 
that  manage  to  criminalise  at  least  the 
most  egregious  cases  without  falling  foul 
of  the  protections  for  free  speech  guaran¬ 
teed  by  the  constitution.  Those  that  are 
drafted  too  broadly  may  eventually  be 
overturned  by  the  Supreme  Court,  says 
Viktor  Mayer-Schonberger,  a  specialist  in 
global  internet  law  at  Oxford  University, 
just  like  an  overly  sweeping  federal  law 
passed  in  1996  after  a  panic  about  online 
child  pornography. 

Free-speech  campaigners  also  fret 
about  cases  such  as  that  of  Anthony  Wei¬ 
ner,  a  former  American  congressman  with 
an  apparent  penchant  for  sending  women 
photographs  of  his  penis.  A  loosely  drafted 
law  could  have  made  it  impossible  for  his 
targets  to  publish  the  evidence  without 
committing  a  crime.  When  novel  harms 
arise,  says  Mr  Mayer-Schonberger,  “legisla¬ 
tors  feel  they  need  to  act.  And  typically, 
they  overreact.”  ■ 


Austerity  and  health  care 

Laying  down  the 
scalpel 

After  years  of  painful  cuts,  spending  on 
health  care  is  rising  again 

CLINICAL  trials  are  supposed  to  abide 
by  the  principle  of  primum  non  nocere 
(first,  do  no  harm).  If  it  becomes  clear  that 
some  of  the  participants  are  being  hurt  by 
a  novel  treatment,  the  trial  must  be 
stopped.  By  that  standard,  argues  David 
Stuckler  of  Oxford  University,  Europe’s  ex¬ 
periment  with  slashing  health-care  spend¬ 
ing  in  the  wake  of  the  financial  crisis 
should  not  have  been  allowed  to  continue. 
Greece,  one  of  the  early  subjects,  cut  health 
spending  by  a  quarter  in  real  terms  be¬ 
tween  2009  and  2012.  The  result,  says  Mr 
Stuckler,  was  a  jump  in  hiv  infections,  ris¬ 
ing  infant  mortality,  patients  left  without 
medicines  and  a  malaria  epidemic. 

The  effects  of  austerity  on  health  out¬ 
comes  were  not  equally  dire  everywhere: 
slashed  spending  in  Ireland,  for  example, 
led  to  longer  waiting  times  to  see  a  doctor 
but  seems  to  have  had  little  effect  on  either 
suicide  or  mortality  rates.  And  not  every 
country  wielded  the  scalpel  so  ruthlessly- 
though  many  froze  health-care  budgets  or 
capped  the  rate  at  which  they  rose.  But 
even  as  health  statisticians  continue  to  de¬ 
bate  the  results  of  the  experiment,  it  is  fi¬ 
nally  drawing  to  a  close. 

According  to  figures  published  on  June 
30th  by  the  oecd,  a  club  of  mostly  rich  na¬ 
tions,  total  spending  on  health  care  by  its 
members  has  started  to  pick  up  again  (see 
chart).  There  are  wide  variations.  Health 
budgets  remain  below  pre-crisis  levels  in 
many  countries  and  are  still  falling  in  some 
of  the  beleaguered  ones  of  southern  Eu¬ 
rope.  But  in  Chile  and  Mexico  spending 
has  surged  following  reforms  aimed  at  ex¬ 
tending  health  care  to  everyone. 

In  America  the  oecd’s  figures,  which 
run  only  to  2012,  show  health-care  spend¬ 
ing  still  rising,  though  more  slowly  than  be- 

I  Signs  of  life 

OECD  health  spending,  %  increase  on  a  year  earlier 
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fore.  More  recent  data  seem  to  show  a  simi¬ 
lar  trend.  This  could  be  due  to  workers 
paying  for  more  of  their  care  in  cash  and 
the  health  reforms  put  in  place  by  the  presi¬ 
dent,  Barack  Obama,  which  aimed  not 
only  to  extend  coverage  but  to  rein  in  costs. 

Few  cash-strapped  governments  chose 
to  chop  entire  health  services  or  to  exclude 
large  numbers  of  patients  (though  Spain 
cut  off  undocumented  migrants).  But  sev¬ 
eral  brought  in  or  raised  charges  for  drugs, 
hospital  stays,  ambulance  rides  and  the 
like.  Some  introduced  market-based  re¬ 
forms  such  as  competition  between  clinics 
and  linking  providers’  fees  to  health  out¬ 
comes;  others  merged  or  closed  hospitals 
and  beefed  up  cheaper  outpatient  care. 

Reasonable  though  some  of  these  poli¬ 
cies  sound,  their  inevitable  effect  was  to 
cut  health  coverage,  says  Martin  McKee  of 
the  London  School  of  Hygiene  and  Tropi¬ 
cal  Medicine.  Patients  will  be  less  likely  to 
seek  care  if  they  face  high  fees  or  long 
waits,  or  must  go  to  a  distant  clinic.  Many 
of  the  measures  were  imposed  by  officials 
responsible  for  fiscal  matters  rather  than 
health  care.  In  Italy,  for  example,  disease- 
prevention  and  health-promotion  pro¬ 
grammes  were  slashed-even  though 
these  tend  to  have  particularly  high  re¬ 
turns.  Some  countries  are  likely  to  discover 
that,  in  seeking  to  balance  their  books  as 
quickly  as  possible,  they  increased  their  fu¬ 
ture  burden  of  ill  health. 

Cuts  to  public  spending  have  also 
pushed  more  of  the  costs  onto  patients. 
The  oecd  calculates  that  since  2010  priv¬ 
ate  health  spending  in  member  states  has 
grown  twice  as  fast  as  that  from  public 
sources.  In  South  Korea,  where  health 
spending  has  grown  by  6%  annually  since 
2009,  most  of  the  extra  cash  has  come  from 
patients.  In  Ireland  public  health  spending 
shrank  by  5.6%  in  real  terms  over  the  same 
period,  but  private  spending  rose  by  2.2%. 

As  health  budgets  start  to  rise  again, 
some  governments  will  find  that  the  extra 
money  goes  further  than  it  used  to.  The 
cannier  ones  used  the  crisis  as  leverage 
when  renegotiating  contracts  with  doc¬ 
tors,  health-care  providers  and  pharma¬ 
ceutical  firms.  Many  also  started  to  push 
for  greater  use  of  generic  drugs  instead  of 
pricier  patented  ones.  Between  2008  and 
2012  generics’  share  of  the  drug  market 
grew  by  44%  in  Denmark,  60%  in  France 
and  100%  in  Spain.  The  oecd  notes  that  al¬ 
most  two-thirds  of  its  member  states  have 
seen  spending  on  drugs  fall  in  real  terms 
since  2009. 

Greece  is  one  of  those  countries.  But 
falling  prices  for  their  wares  and  a  pile  of 
unpaid  bills  have  exhausted  the  drug 
firms’  patience  with  its  government  and 
disrupted  the  supplies  of  some  products. 
Some  Greeks  say  they  are  unable  to  get 
hold  of  the  medications  they  need.  For 
some  of  its  subjects,  the  medical  austerity 
experiment  continues.  ■ 
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JOHANNESBURG 

A  dogged  firm  with  roots  in  Zimbabwe  has  brought  fast  broadband  to  landlocked 
parts  of  Africa,  the  continent  that  infrastructure  forgot 


Cabling  Africa's  interior 

Many  rivers  to  cross 


FOR  an  hour  it  seemed  as  if  Liquid  Tele¬ 
com’s  grand  scheme  to  bring  fast  inter¬ 
net  access  to  Zambia  and  other  landlocked 
parts  of  Africa  might  be  thwarted  by  a 
swarm  of  bees.  It  had  been  no  small  chal¬ 
lenge  to  bring  its  fibre-optic  cable  this  far- 
from  Cape  Town,  near  the  southern  tip  of 
Africa,  to  Chirundu  on  the  Zambezi  river 
(pictured)  which  marks  the  border  be¬ 
tween  Zimbabwe  and  Zambia. 

It  had  taken  two  years  to  negotiate  the 
various  permits  required  for  Liquid  to  take 
its  cable  across  the  Limpopo  from  South 
Africa  to  Zimbabwe.  A  further  18  months 
of  talks  for  permission  to  run  the  cable 
along  one  of  the  two  bridges  at  Chirundu 
had  come  to  nought.  The  network  in  Zam¬ 
bia  was  ready  to  be  switched  on.  Then 
someone  suggested  suspending  the  cable 
between  two  disused  electricity  pylons  on 
either  side  of  the  river,  which  would  not  re¬ 
quire  any  special  permits.  The  cable  was 
strung  across  the  Zambezi  but  was  almost 
washed  away  by  its  powerful  current.  And 
then  the  rigger  hired  to  clamp  the  cable  to 
both  pylons  came  across  a  beehive  at  the 
top  of  one  of  them. 

Even  the  hardiest  of  riggers  would 
struggle  to  fix  a  cable  to  a  tall  pylon  while 
being  stung  by  a  swarm  of  African  bees. 
Happily  the  intrepid  cablers  were  able  to 
improvise  a  beekeeper’s  outfit  from  four 
Thomas  Pink  shirts  (taken  from  the  boss’s 
suitcase),  a  pair  of  overalls,  some  insulat¬ 
ing  tape  and  a  mosquito  net  expensively 
acquired  from  a  trucker  queuing  at  the 
nearby  border  post. 


A  fainthearted  firm  might  have  given 
up.  But  Liquid  has  doggedness  in  its  genes. 
It  is  a  sister  company  of  Econet  Wireless, 
Zimbabwe’s  biggest  mobile-telecoms  firm, 
which  in  1998  won  a  five-year  legal  battle 
with  Robert  Mugabe’s  government  to  be 
allowed  to  operate.  Liquid’s  boss,  Nic  Rud- 
nick,  a  Zimbabwean,  had  been  a  member 
of  Econet’s  legal  team  in  the  1990s.  Liquid 
was  born  when  Econet  saw  there  was  a 
need  to  connect  Africa’s  fast-growing  mo¬ 
bile  network  to  the  rest  of  the  world. 

At  first  Liquid  offered  internet  service 
and  telephony  solely  by  satellite.  But  satel¬ 
lite  relay  is  expensive  and  signals  have  to 
take  a  76,000km  round-trip  to  and  from  or¬ 
bit.  The  small  delay  is  fine  for  voice  calls 
but  can  be  slow  and  bothersome  for  data- 
intensive  downloads  or  banking  transac¬ 
tions.  Before  long  several  consortia  began 
to  link  Africa’s  networks  to  other  conti¬ 
nents  by  undersea  cable.  “They  brought  ca¬ 
pacity  to  the  shores  of  Africa,”  says  Mr 
Rudnick.  “We  saw  an  opportunity  to  bring 
it  inland.”  Indeed,  Liquid’s  wires  now  run 
a  long  way  inland,  as  the  map  on  the  next 
page  shows.  The  Cape  Town  cable  recently 
crossed  into  Congo’s  copper  belt. 

Many  trade  agreements,  little  trade 

It  is  quite  a  feat.  Taking  anything  across  bor¬ 
ders  in  Africa  typically  involves  reams  of 
red  tape  and  long  delays.  In  general  the 
commercial  links  between  African  coun¬ 
tries  are  weak.  Only  12%  of  Africa’s  trade 
takes  place  within  the  continent.  In  com¬ 
parison,  60%  of  European  countries’  trade 


is  with  one  another.  Multilateral  trade 
deals  should  in  principle  grease  the  wheels 
of  commerce.  But  Africa  has  too  many. 
Most  countries  belong  to  at  least  two  of  Af¬ 
rica’s  14  trade  blocs;  some  belong  to  three. 
And  onerous  requirements  for  visas,  li¬ 
cences  and  other  permits  are  as  big  a  hin¬ 
drance  as  Africa’s  bad  roads. 

In  such  an  environment  the  stamina 
and  know-how  to  cut  through  red  tape  are 
useful  assets.  Liquid  has  them  in  spades.  Its 
fibre-optic  cable  is  buried  a  metre  below 
ground  and  carries  traffic  that  is  invisible  to 
wary  bureaucrats.  So  Liquid’s  bigwigs 
spend  a  great  deal  of  time  giving  presenta¬ 
tions  and  writing  documents  explaining  its 
business.  “Ultimately  it  is  persuasion  that 
allows  us  to  do  what  we  do,”  says  Mr  Rud¬ 
nick.  It  helps  that  Liquid  has  a  policy  of 
training  locals.  Its  use  of  expat  workers  in 
Africa  is  light,  even  in  senior  management 
jobs.  That  policy  fosters  trust  in  the  coun¬ 
tries  to  which  it  is  closely  tied  by  the  long¬ 
term  nature  of  its  investments. 

Liquid  has  so  far  spent  $35om  on  its  in¬ 
ternet  network.  It  now  spans  17,000km  in 
12  countries.  Its  fibre  network  in  Kenya, 
Rwanda  and  Uganda  was  acquired  last 
year  from  Altech,  a  South  African  firm.  It 
has  since  rebuilt  some  parts  of  it  and  ex¬ 
tended  others.  Where  it  makes  economic 
sense,  Liquid  opts  to  lease  lines.  Its  net¬ 
works  in  southern  and  east  Africa  are 
linked  by  a  line  through  Tanzania  that  is  on 
a  long-term  lease.  That  is  cheaper  then  us¬ 
ing  the  sea  cable  that  runs  from  Mombasa 
in  Kenya  to  southern  Africa.  The  route 
from  Cape  Town  to  Johannesburg  is  amply 
cabled  and  so  Liquid  leases  that  line,  too. 

Such  pragmatism  shows  that  Liquid’s 
ambition  to  build  a  pan-African  network  is 
driven  by  commercial  logic  rather  than  a 
desire  to  plant  its  flag  on  new  territory  for 
the  sake  of  it.  Some  of  its  customers  are 
banks,  retailers  and  mining  houses  which 
want  to  connect  their  African  branches  or 
payroll  and  personnel  systems  seamlessly.  ►► 
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t  The  biggest  companies  reserve  their  own 
separate  capacity  on  the  network,  which  is 
quicker  and  more  reliable  than  mingling 
with  other  traffic.  Much  of  Africa  is  sparse¬ 
ly  populated:  there  are  60-80  metres  of  ca¬ 
ble  per  user  compared  with  5  metres  per 
user  in  Europe.  But  Liquid’s  cross-border 
network  means  it  can  attract  a  critical  mass 
of  users  to  make  its  business  viable. 

Cable  is  vulnerable  to  wildlife:  part  of 
Liquid’s  wire  in  the  Zambezi  valley  was 
dug  up  by  elephants  (it  is  now  concreted 
in).  It  is  tricky  to  do  repairs  in  this  terrain. 
Night  work  is  out,  as  lights  attract  wild  ani¬ 
mals.  Even  by  day  an  armed  game  ranger 
must  accompany  the  engineers.  But  Liq¬ 
uid’s  network  has  a  big  advantage:  redun¬ 
dancy.  It  now  has  six  cables  crossing  the 
Zambezi  at  different  points.  The  cables  in 
southern  and  east  Africa  are  arranged  in 
rings  so  that  service  can  continue  even  if 
they  are  cut  at  one  point. 

Though  mainly  a  wholesale  business, 
Liquid  also  has  50,000  homes  as  custom¬ 
ers.  Most  are  in  Zambia  and  Zimbabwe, 
where  its  ads  say  it  takes  less  time  to  down¬ 
load  a  movie  than  to  microwave  popcorn. 
There  are  pilot  schemes  to  test  the  market 
in  low-income  but  densely  populated 
parts  of  Kenya,  Rwanda  and  Zambia. 

The  lesson  from  Liquid’s  remarkable 
achievement  is  that  in  a  continent  where 
infrastructure  of  all  kinds  is  desperately 
needed,  building  it  is  not  as  impossible  as 
is  often  imagined.  As  it  grows,  Liquid’s  net¬ 
work  will  bring  all  sorts  of  new  services, 
from  home  shopping  to  video  on  demand, 
to  consumers  for  whom  such  things  are 
barely  imaginable. 

The  company  is  ploughing  on,  laying 


around  100km  of  cable  a  week.  It  recently 
raised  $i5om  from  a  group  of  banks  to  keep 
expanding.  It  is  preparing  to  enter  a  hand¬ 
ful  of  new  countries,  including  Angola.  But 
Liquid  will  not  go  into  every  African  coun¬ 
try,  says  Mr  Rudnick:  “You  could  lose  your 
shirt.”  And  he  has  already  had  to  sacrifice 
four  of  them  to  shield  his  cable-rigger  from 
thebeesatChirundu.  ■ 


Corporate  governance 

Nasty  medicine 


N  EW  YORK 

The  return  of  the  poison-pill  defence 

POISON  pills  are  again  being  dispensed 
by  corporate  America  with  all  the  en¬ 
thusiasm  of  an  exterminator  in  a  rat-infest¬ 
ed  basement.  The  metaphorical  rodents 
nowadays  are  not  just  hostile  bidders-the 
pests  that  the  poison-pill  defence  was  de¬ 
signed  to  exterminate,  back  in  the  1980s- 
but  in  some  cases  shareholders  simply  try¬ 
ing  to  change  the  way  companies  are  run. 

In  a  typical  poison-pill  scheme,  the 
board  of  a  company  makes  a  rule  that  if 
anyone  buys  more  than  a  certain  percent¬ 
age  of  its  shares,  it  will  issue  lots  of  stock  to 
all  other  shareholders,  dramatically  reduc¬ 
ing  the  first  investor’s  stake.  In  Britain, 
which  has  long  taken  a  more  positive  view 
of  hostile  bids,  poison  pills  are  all  but 
banned.  In  America,  the  courts  have  re¬ 
peatedly  held  them  to  be  legal.  But  they 


had  become  scarcer  in  recent  years,  as  take¬ 
overs  dried  up  and  shareholders  got  some 
schemes  dismantled.  Now,  m&a  is  boom¬ 
ing,  activist  investors  are  back  on  the  war¬ 
path  and  defences  are  being  rebuilt. 

On  June  28th  the  board  of  American 
Apparel,  a  clothing  retailer,  enacted  a  poi¬ 
son-pill  scheme.  It  is  seeking  to  avert  a  less- 
than-friendly  takeover  by  its  former  boss, 
Dov  Charney,  whom  the  board  had  re¬ 
moved  ten  days  earlier  over  some  as-yet 
unspecified  allegations  of  misconduct.  Mr 
Charney  has  sealed  a  partnership  with 
Standard  General,  a  hedge  fund,  with  the 
help  of  which  he  now  controls  a  43%  stake. 

The  previous  day  a  lawsuit  over  the  poi¬ 
son  pill  adopted  by  Allergan,  best  known 
for  its  Botox  anti-wrinkle  treatment,  was 
settled  out  of  court.  It  had  been  brought  by 
Pershing  Square,  a  fund  run  by  one  of  the 
most  prominent  shareholder  activists,  Bill 
Ackman.  He  won  an  agreement  from  Aller¬ 
gan  that  its  defences  would  not  be  trig¬ 
gered  by  his  collaboration  with  other 
shareholders  to  call  a  special  meeting  to 
elect  new  board  members. 

Pershing  Square,  which  has  just  less 
than  the  10%  stake  at  which  the  poison  pill 
is  triggered,  has  teamed  up  with  Valeant, 
another  medical  company,  to  bid  for  Aller¬ 
gan.  Its  defences  may  prevent  them  from 
pursuing  their  bid  in  the  conventional  way, 
by  continuing  to  buy  shares.  But  the  out-of- 
court  agreement  opens  the  way  for  them  to 
achieve  their  objective  by  putting  new 
people  on  the  board  who  would  be  more 
open  to  a  takeover. 

Earlier  last  month  Family  Dollar,  a  dis¬ 
count  retailer,  created  a  poison  pill  after 
Carl  Icahn,  another  activist,  bought  just 
under  10%  of  its  shares  amid  speculation 
that  he  was  planning  to  engineer  a  merger 
with  Dollar  General,  a  competitor.  And 
News  Corporation  renewed  its  poison-pill 
scheme,  allowing  Rupert  Murdoch  and  his 
family,  with  their  39.4%  stake,  to  fend  off 
any  attempt  to  take  over  the  company  now 
it  has  been  split  from  21st  Century  Fox,  its 
former  entertainment  arm. 

But  these  days  some  activists  do  not 
want  to  take  over  a  firm,  just  to  create  a  sort 
of  “loyal  opposition”  to  the  board,  leaving 
it  largely  intact  while  pressing  it  to  change 
strategy.  Earlier  this  year  Sotheby’s,  an  auc¬ 
tion  house  listed  in  New  York,  adopted  a 
poison  pill  to  fend  off  attempts  by  Dan 
Loeb,  another  activist,  to  win  representa¬ 
tion  on  the  board  and  shake  up  the  firm. 

Mr  Loeb’s  fund,  Third  Point,  went  to 
court  seeking  a  ruling  that  it  was  exempt 
from  the  10%  trigger,  so  it  could  buy  more 
shares.  In  May  a  judge  in  Delaware  rejected 
its  request,  arguing  that  a  bigger  stake 
would  give  the  fund  “negative  control” 
over  Sotheby’s,  whatever  that  may  mean, 
even  though  he  acknowledged  it  would 
“not  have  an  explicit  veto  power”.  Never¬ 
theless,  Sotheby’s  later  agreed  to  give 
board  seats  to  Mr  Loeb  and  two  colleagues.  ►► 
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►  Despite  this  and  Mr  Ackman’s  success 
in  the  Allergan  legal  settlement,  the  ruling 
over  Sotheby’s  suggests  that  poison  pills 
may  be  used  to  hinder  not  just  full  take¬ 
overs  but  attempts  by  activists  to  force  a 
change  in  strategy.  Lucian  Bebchuk,  a  Har¬ 
vard  law  professor  and  campaigner  for  cor¬ 
porate-governance  reforms,  calls  this  “per¬ 
nicious”:  the  board  would  be  seeking  to 
stifle  legitimate  debate  among  the  owners 
of  the  company  by  making  it  hard  to  build 
a  majority  for  change.  Mr  Bebchuk  was  an 
author  of  a  study  that  examined  the 
roughly  2,000  activist  interventions  at 
companies  between  1994  and  2007,  which 
found  that  they  typically  led  to  an  im¬ 
provement  in  the  companies’  operating 
performance  in  the  following  five  years. 

No  doubt  delighted  that  the  poison  pill 
has  made  a  comeback,  Wachtell,  Lipton, 
Rosen  &  Katz,  the  law  firm  that  invented  it, 
has  also  been  seeking  to  make  things  hard¬ 
er  still  for  activists  by  proposing  a  rule  that 
anyone  building  a  stake  of  5%  or  more  in  a 
firm  must  disclose  it  within  one  day,  not 
ten  as  now.  So  far  the  Securities  and  Ex¬ 
change  Commission  is  showing  little  inter¬ 
est.  Indeed,  its  chairman,  Mary  Jo  White, 
has  argued  that  activists’  attempts  to  jog 
boards  are  not  always  a  bad  thing.  ■ 


Israel's  conglomerates 

Dankners  in  the 
dock 

TELAVIV 

Prosecutors  and  lawmakers  get  to  grips 
with  unpopular  “tycoons” 

THE  situation  of  Nochi  Dankner,  one  of 
Israel’s  most  prominent  businessmen, 
went  from  bad  to  worse  this  week.  In  De¬ 
cember  he  lost  his  grip  on  his  heavily  in¬ 
debted  business  empire,  idb  Holding  Cor¬ 
poration,  when  a  court  approved  a  rescue 
plan  supported  by  the  group’s  creditors 
that  handed  control  to  two  rival  entrepre¬ 
neurs.  On  June  30th  prosecutors  indicted 
Mr  Dankner  for  securities  fraud,  accusing 
him  of  manipulating  the  stockmarket  to 
ensure  the  success  of  a  sale  of  shares  in  the 
group  in  2012.  He  denies  wrongdoing. 

In  May  Dan  Dankner,  a  cousin  of  Nochi, 
got  a  three-year  jail  sentence  for  bribery 
and  money  laundering.  That  Mr  Dankner 
is  a  former  chairman  of  Bank  Hapoalim,  Is¬ 
rael’s  biggest  bank,  and  a  director  of  his 
family’s  salt-mining  company.  He  was  con¬ 
victed  for  his  part  in  a  scheme  in  which 


BlaBlaCar 

Sharing  a  la  fran^aise 


A  French  startup  is  the  sharing  economy’s  newest  star 


V  ENTURE  capitalists  do  not  often 
shower  nine-figure  sums  on  French 
startups.  That  alone  makes  noteworthy 
the  announcement  on  July  2nd  that 
BlaBlaCar,  an  eight-year-old  ride-sharing 
company  from  Paris,  had  raised  $ioom. 
Preqin,  a  research  firm,  says  that  only  one 
other  French  firm  has  attracted  more  in 
one  go  in  at  least  seven  years.  Just  three 
other  European  startups  have  struck  it  so 
rich  in  2014. 

As  a  newly  twinkling  star  of  the  “shar¬ 
ing  economy”,  BlaBlaCar  is  unusual  not 
just  in  hailing  from  Paris  but  in  failing  to 
hail  from  San  Francisco.  The  leading 
lights  of  sharing- Airbnb,  which  can  find 
you  a  room  or  a  flat  for  a  few  nights,  and 
Lyft  and  Uber,  which  can  get  you  a  ride 
across  town-are  all  from  the  Californian 
city.  San  Francisco  had  a  fortuitous  mix 
of  knotty  problems  (pricey  hotels,  a  lack 
of  taxis)  and  geeks  eager  to  solve  them. 

Unlike  Lyft  or  Uber,  BlaBlaCar  ar¬ 
ranges  rides  between  cities,  not  within 
them.  A  driver  may  advertise  that  he  is 
going  from  Paris  to  Brussels  and  is  willing 
to  take  passengers.  They  would  typically 
pay  €20  ($27)  for  that  trip,  says  Nicolas 
Brusson,  one  of  BlaBlaCar’s  founders- 
much  less  than  the  train  fare.  Good  pub¬ 


lic  transport  in  the  cities  at  either  end  is 
essential,  so  that  passengers  can  be 
picked  up  or  dropped  off  at  metro  or  bus 
stations.  Europe  suits  this  model  better 
than  America:  Lyft’s  founders  began  with 
intercity  rides  before  switching  to  urban 
trips;  BlaBlaCar  has  an  older  rival,  Car- 
pooling.com,  based  in  Germany. 

BlaBlaCar  boasts  8m  members  in  12 
European  countries.  In  Russia,  the  latest 
addition,  it  has  signed  up  250,000  within 
a  few  months.  Weekend  trips  out  of 
Moscow,  says  Mr  Brusson,  have  been 
popular.  The  next  big  target  is  Turkey.  It 
has  large  cities,  “ideal  distances”  apart, 
urban  buses  (as  well  as  some  metros),  a 
young  population  equipped  with  smart¬ 
phones,  and  “sky-high”  petrol  prices. 
Brazil  and  India  are  also  in  his  sights. 

The  French  company  differs  from  its 
San  Franciscan  cousins  in  another  way: 
no  regulatory  roadblocks  have  been 
strewn  in  its  way.  Because  taxis  run  with¬ 
in  cities  rather  than  between  them,  cab¬ 
bies  have  no  reason  to  protest  against 
BlaBlaCar  as  they  have  against  Uber  and 
Lyft.  And  because  BlaBlaCar’s  drivers 
merely  cover  their  expenses  rather  than 
working  for  profit,  they  have  nothing  to 
fear  from  the  taxman  either. 


More  bad  news  for  Nochi  Dankner 


Holyland  Development  Company,  a  prop¬ 
erty  firm,  paid  bribes  to  politicians,  includ¬ 
ing  a  former  prime  minister,  Ehud  Olmert, 
who  was  sentenced  on  the  same  day.  Two 
Holyland  executives,  as  well  as  other  poli¬ 
ticians  and  officials,  also  got  jail  terms. 

These  legal  moves  should  help  to  as¬ 
suage  the  anger  of  those  Israelis  who  took 
to  the  streets  in  2011,  in  mass  middle-class 
protests  against  the  business  elite.  Indeed, 
the  judge  in  the  Holyland  case  used  similar 
language  to  the  protesters,  denouncing  the 
defendants’  “covetousness”,  “swinish¬ 
ness”  and  “betrayal  of  public  trust”. 

The  courts  may  be  doing  their  part,  but 
the  current  prime  minister,  Binyamin  Net¬ 
anyahu,  has  yet  to  deliver  fully  on  his  pro¬ 
mise  to  break  the  grip  that  a  narrow  group 
of  “tycoons”  have  on  the  country’s  domes-  * 
tic  economy.  The  cost  of  living-the  focus 
of  the  protests  in  2011-remains  high.  So¬ 
cial-media  sites  are  full  of  kvetching  about 
how  much  cheaper  things  are  in  America 
and  Europe. 

People  blame  the  power  of  around  20 
family-controlled  conglomerates  with  fin¬ 
gers  in  many  pies,  idb  is  into  everything 
from  mobile  telecoms  and  supermarkets 
to  property  and  insurance.  Typically,  the 
groups  include  a  financial  arm  that  pro¬ 
vides  credit  to  the  rest.  This  especially  wor¬ 
ries  Mr  Netanyahu:  “One  percent  of  the 
businesses  receive  an  inordinate  amount 
of  the  loans,”  he  said  in  April,  “That  means 
that  a  lot  of  other  businesses  that  could 
have  been  successful  didn’t  receive  loans.” 

To  change  all  this,  and  give  new  com¬ 
petitors  a  chance,  in  December  the  Knesset 
passed  a  “concentration  law”,  which  will 
force  the  conglomerates  to  separate  their  fi¬ 
nancial  and  non-financial  arms.  It  will  also 
stop  the  tycoons  using  “pyramid”  share¬ 
holding  structures,  in  which  their  holding 
companies  own  stakes  in  a  cascade  of  in¬ 
termediary  firms,  letting  them  keep  con-  ►► 
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►  trol  with  a  minority  of  the  equity.  But  the 
law  is  being  phased  in  over  six  years,  and  it 
will  still  leave  60%  of  the  banking  market, 
by  assets,  in  the  hands  of  two  institutions, 
Hapoalim  and  Bank  Leumi. 

In  the  meantime,  the  government  has 
seemingly  gone  in  the  opposite  direction 
to  its  trustbusting  rhetoric  by  recently 
awarding  a  single  consortium  the  right  to 
exploit  two  big  gasfields  in  the  Mediterra¬ 
nean-in  effect,  creating  a  powerful  new 
energy  monopoly.  Ministers  argue  that 
only  the  prospect  of  rich  pickings  would 
encourage  the  group’s  foreign  investors  to 
back  the  scheme,  since  they  risk  exclusion 
from  projects  in  Arab  countries  for  doing 
business  with  Israel. 


ON  HIGH  streets  and  in  shopping  cen¬ 
tres  across  the  globe,  Spain’s  most  suc¬ 
cessful  clothing  retailer,  Inditex— best 
known  for  its  Zara  outlets-does  battle 
daily  against  such  other  multinational  fast- 
fashion  giants  as  Hennes  &  Mauritz  of  Swe¬ 
den,  Uniqlo  of  Japan  and  Gap  of  the  Un¬ 
ited  States.  But  it  also  faces  rising  competi¬ 
tion,  at  home  and  abroad,  from  two 
Spanish  rivals,  Mango  and  Desigual. 

The  larger  of  the  two  contenders,  Man¬ 
go  is  still  fairly  small:  its  turnover  of  € 1.9  bil¬ 
lion  ($2.6  billion)  last  year  was  less  than 
one-fifth  that  of  Inditex’s  Zara  branches. 
But  Mango  already  has  more  outlets  than 
Zara,  and  is  in  more  countries  (107)  than  In¬ 
ditex  as  a  whole  (88).  Mango  plans  to  open 
lots  more  branches  and  increase  its  turn¬ 
over  to  €5  billion  by  2017. 

Desigual  is  smaller  still.  It  had  sales  of 
€828m  last  year,  four-fifths  of  them  outside 
Spain,  and  has  outlets  in  109  countries.  It 
has  expanded  tenfold  since  2007.  Its  heady 
growth  has  attracted  the  attention  of  Eura- 
zeo,  a  French  private-equity  firm,  which  in 
March  bought  a  10%  stake.  This  valued  De¬ 
sigual  at  €2.9  billion;  Inditex’s  current 
stockmarket  valuation  is  €70  billion. 

Besides  all  being  from  Spain,  the  three 
retailers  each  have  media-shy  founders 
who  have  brought  in  outside  managers  to 
help  them  expand,  explains  Marcel  Planel- 
las  of  Esade  Business  School  in  Barcelona. 
Amancio  Ortega  of  Inditex— Forbes  reck¬ 
ons  he  is  now  the  world’s  fourth-richest 
man— began  by  making  bathrobes  before 
opening  the  first  Zara  in  1975  in  Galicia.  His 
success  blazed  a  trail  for  the  other  two.  Isak 
Andie,  Mango’s  Istanbul-born  founder, 
started  by  selling  imported  goods  at  a  mar- 


Five  years  into  this,  his  second  stint  as 
prime  minister,  Mr  Netanhayu  still  says  all 
the  right  things  about  doing  away  with  cro¬ 
ny  capitalism  and  promoting  more  vigor¬ 
ous  competition.  But  the  worry  is  that  his 
reformist  zeal  is  running  into  the  sand.  For¬ 
mer  government  advisers  say  he  is  tiring  of 
confronting  vested  interests  and  that  his 
free-market  economy  minister,  Naftali 
Bennett,  a  software  entrepreneur  turned 
politician,  has  become  distracted  by  de¬ 
fending  the  settler  movement,  which  his 
party  supports.  For  the  middle-class  prot¬ 
esters  who  swarmed  onto  Israel’s  streets 
three  years  ago,  the  promised  land  of  in¬ 
creased  competition  and  lower  prices  re¬ 
mains  a  distant  dream.  ■ 


Enjoying  Desigual's  Mediterranean  vibe 


ket  stall  in  Barcelona,  and  Desigual’s  Swiss- 
born  Thomas  Meyer  made  denim  jackets 
in  Ibiza.  Mr  Andie  and  Mr  Meyer  both 
opened  their  first  shops  in  the  mid-1980s, 
though  Desigual  was  a  late  bloomer  until 
its  recent  growth  spurt. 

Whereas  its  two  younger  rivals  follow  a 
more  conventional  fashion-retail  model  of 
changing  their  collections  two  to  four 
times  a  year,  Inditex  constantly  churns  out 
new  designs,  to  encourage  consumers  to 
return  to  its  shops  frequently.  Inditex  has 
about  half  of  its  clothes  stitched  together  in 
Spain  or  nearby  countries,  so  it  can  react 
fast  to  changing  trends.  This  costs  more  but 


helps  avoid  fashion  misses  and  mark- 
downs.  The  other  two,  again  following  the 
industry’s  conventions,  have  largely  out¬ 
sourced  production  to  Asia,  though  Desi¬ 
gual  is  also  starting  to  stitch  more  clothes  in 
Europe  to  get  them  into  the  shops  faster. 

Inditex  has  been  able  to  do  without  ad¬ 
vertising,  relying  on  good  store  locations  in 
big  cities  to  attract  custom.  Desigual,  in  its 
rush  to  catch  up,  has  created  a  buzz  with 
controversial  advertisements  (such  as  a 
television  spot  in  which  a  young  woman, 
wishing  to  get  pregnant,  puts  pinholes  in 
her  partner’s  condoms)  and  quirky  promo¬ 
tions  such  as  offering  free  clothes  to  shop¬ 
pers  who  arrive  in  their  underwear.  Desi¬ 
gual  promotes  itself  as  a  “lifestyle”  brand, 
more  like  Nike  than  Zara.  Its  bold  prints 
and  carefree,  Mediterranean  vibe  are  al¬ 
most  as  popular  in  France  as  they  are  in 
Spain,  says  its  chief  executive,  Manel  Ja- 
draque,  who  is  aiming  to  make  France  the 
company’s  biggest  market  by  the  end  of 
this  year.  “If  we  can  make  it  in  Paris,  the 
birthplace  of  fashion,  we  are  doing  well”. 

Though  Desigual  has  outlets  all  over 
the  world,  around  nine-tenths  of  its  sales 
are  still  in  Europe,  so  it  is  unclear  how  far  its 
vibe  can  travel.  It  has  closed  its  shops  in 
China  to  concentrate  on  other  Asian  mar¬ 
kets,  such  as  Japan.  Inditex,  in  contrast,  has 
more  than  450  shops  in  China. 

Mr  Jadraque,  seeing  how  crowded  the 
budget  end  of  fast  fashion  is  getting,  is  tar¬ 
geting  a  slightly  fancier  segment  of  the 
market:  in  Spain  Desigual’s  T-shirts  start  at 
€29  compared  with  around  €13  at  Zara  and 
€10  at  Mango.  It  sells  its  clothes  through  a 
variety  of  channels,  such  as  wholesalers 
and  department  stores,  and  it  has  extend¬ 
ed  its  brand  into  shoes,  sportswear  and 
cosmetics.  So  far,  Desigual’s  focus  on  “fun 
and  profit”  is  paying  off.  Last  year  its  mar¬ 
gin  (on  earnings  before  interest,  tax,  amor¬ 
tisation  and  depreciation)  was  29%,  higher 
than  Inditex’s  and  double  that  of  Mango. 

Europe’s  recession  hit  Mango  harder 
than  its  rivals.  In  2011  it  had  to  cut  its  prices 
and  reinvent  itself,  ditching  glitzier  clothes 
to  focus  more  on  casual  basics,  says  its 
chief  executive,  Enric  Casi.  Last  year  sales 
grew  9%,  outpacing  Inditex’s.  So  far,  Man¬ 
go’s  shops  have  been  relatively  small,  and 
aimed  at  young  women.  Emulating  Indi¬ 
tex,  it  is  now  opening  bigger  ones  that  stock 
men’s  and  children’s  clothes,  sportswear 
and  underwear,  as  well  as  a  separate  chain 
called  Violeta  by  Mango,  for  women  with 
fuller  figures.  All  this  means  heavy  spend¬ 
ing  on  logistics,  says  Mr  Casi,  and  less  reli¬ 
ance  on  franchised  outlets  for  growth. 

Such  change  is  akin  to  altering  Mango’s 
dna  says  Joan  Enric  Ricart  of  iese,  another 
business  school  in  Barcelona-a  formida¬ 
ble  challenge.  Even  if  all  goes  to  plan,  it  will 
take  almost  a  decade  to  get  to  where  Zara’s 
sales  are  now.  Nevertheless,  having  two 
such  ambitious  rivals  on  its  doorstep  will 
surely  keep  Inditex  on  its  toes.  ■ 


Clothes  retailing 

The  dedicated  followers  of  fast  fashion 


MADRID 

Spain’s  most  successful  fashion  retailer,  Inditex,  has  two  ambitious  local  rivals 
snapping  at  its  heels 
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Schumpeter  |  The  holes  in  holacracy 


The  latest  big  idea  in  management  deserves  some  scepticism 
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EVERY  so  often  a  company  emerges  from  the  herd  to  be  lauded 
as  the  embodiment  of  leading-edge  management  thinking. 
Think  of  Toyota  and  its  lean  manufacturing  system,  say,  or  ge  and 
Six  Sigma  excellence.  The  latest  candidate  for  apotheosis  is  Zap- 
pos,  an  online  vendor  of  shoes  and  clothes  (owned  by  Amazon), 
which  believes  that  happy  workers  breed  happy  customers.  Tony 
Hsieh,  its  boss,  said  last  year  that  he  will  turn  the  firm  into  a  “ho¬ 
lacracy”,  replacing  its  hierarchy  with  a  more  democratic  system 
of  overlapping,  self-organising  teams.  Until  Zappos  embraced  it, 
no  big  company  had  taken  holacracy  seriously.  Indeed,  not  all  of 
Zappos’  1,500-strong  workforce  are  convinced  that  it  can  work. 

The  idea  was  invented  in  2007  by  Brian  Robertson,  a  software 
engineer  then  in  his  late  twenties.  Holacracy’s  “constitution”  is 
now  on  version  4.0,  having  been  adjusted  after  feedback  from  the 
200  or  so  mostly  small  firms  that  have  adopted  it.  Mr  Robertson 
was  inspired  in  part  by  a  description  of  holarchy  in  a  1967  book, 
“The  Ghost  in  the  Machine”,  by  Arthur  Koestler,  a  Hungarian- 
British  intellectual.  Koestler  argued  that  the  brain  is  made  up  of 
holons  that  are  autonomous  and  self-determining  yet  also  funda¬ 
mentally  dependent  on  the  brain  as  a  whole.  In  a  similar  spirit, 
Mr  Robertson  says  that  the  whole  that  is  a  firm  should  consist  of 
overlapping  “circles”,  each  a  team  of  employees  who  have  come 
together  spontaneously  around  a  specific  task. 

With  about  half  of  Zappos’  workforce  trained  and  inducted 
into  holacracy,  there  are  now  180  circles,  and  when  the  roll-out  is 
completed  at  the  end  of  the  year  there  will  be  around  400.  Each 
employee  will  typically  be  in  two  or  more  circles.  Their  role,  and 
the  mission  of  a  circle,  can  change  frequently,  to  reflect  the  evolv¬ 
ing  needs  of  the  firm.  As  part  of  the  adoption  process,  the  chief  ex¬ 
ecutive  must  give  up  his  title,  as  Mr  Hsieh  has  done,  to  become  the 
“ratifier  of  the  holacracy  constitution”  and  “lead  link”  in  an  over¬ 
arching  “company-wide  circle”-though  in  the  event  of  deadlock 
over  how  to  proceed,  he  will  regain  his  powers  as  final  arbiter. 

Will  conquering  Zappos  help  holacracy  thrive  in  the  brutally 
competitive  market  for  management  ideas?  There  is  good  reason 
to  be  sceptical.  “Nine-tenths  of  the  approximately  100  branded 
management  ideas  I’ve  studied  lost  their  popularity  within  a  de¬ 
cade  or  so,”  wrote  Julian  Birkinshaw  of  London  Business  School 
in  the  May  issue  of  the  Harvard  Business  Review.  Among  the  latest 


cast-offs,  it  seems,  is  Google’s  much-admired  “20%  time”,  in 
which  workers  got  a  day  a  week  to  work  on  their  own  projects; 
the  company  is  reported  to  be  quietly  sidelining  it. 

Other,  generally  more  timid,  forms  of  democratic  decision¬ 
making  are  being  tried  at  long-established  technology  compa¬ 
nies,  whose  bosses  worry  that  their  rigid  hierarchies  put  them  at 
a  disadvantage  to  nimbler  and  less  regimented  young  rivals,  ibm 
is  experimenting  with  “agile  management”,  in  which  self-go¬ 
verning  teams  have  regular  “scrums”  to  decide  the  next  “sprint”, 
or  stage,  of  the  project,  ge  is  rolling  out  FastWorks,  a  system  in¬ 
spired  by  Silicon  Valley’s  “lean  startup”  movement,  itself  inspired 
by  agile  management.  Haier,  a  Chinese  appliance-maker,  last 
year  split  its  workforce  into  2,000  self-managed  teams  that  per¬ 
form  many  different  roles. 

Holacracy  goes  further  in  shaking  up  working  practices  than 
most  of  these  approaches,  but  does  that  make  sense?  Past  at¬ 
tempts  to  democratise  decision-making  have  not  been  notably 
successful.  Holacracy’s  principles  sound  a  lot  like  those  of  the 
Spaghetti  Organisation,  one  of  the  forgotten  fads  chronicled  by 
Mr  Birkinshaw.  A  system  to  empower  employees  to  create  their 
own  development  projects,  it  was  pioneered  in  the  early  1990s  by 
Oticon,  a  Danish  hearing-aid  maker.  But  it  fell  out  of  fashion 
when  much  of  the  innovation  it  produced  proved  wasteful  and 
workers  bemoaned  the  lack  of  understandable  career  paths. 

Some  management  professors  regard  the  whole  idea  of  strip¬ 
ping  away  hierarchy  as  wishful  thinking.  In  “You’re  Still  the 
Same:  Why  Theories  of  Power  Hold  Over  Time  and  Across  Con¬ 
texts”,  an  article  published  last  year,  Jeffrey  Pfeffer  of  Stanford 
University  argues  that  “hierarchy  is  a  fundamental  principle  of 
all  organisational  systems.”  Fans  of  holacracy,  such  as  Evan  Wil¬ 
liams,  a  founder  of  Twitter,  respond  that  it  is  not  so  much  about 
discarding  hierarchy  altogether  as  making  it  more  fluid.  This 
seems  to  work  fine  for  the  firms  that  have  adopted  it  so  far:  rela¬ 
tively  small,  fast-growing  ones,  full  of  creative  types  who  would 
shun  a  more  conformist  workplace.  Even  Mr  Birkinshaw  con¬ 
cedes  that  holacracy  is  a  “good  fit  for  Zappos,  which  has  already 
shown  a  pronounced  proclivity  to  go  its  own  way.”  However,  he 
is  less  confident  about  its  suitability  for  more  conventional  firms. 
For  these,  he  says  the  main  thing  to  remember  with  any  new 
management  fad  is,  “First,  do  no  harm”. 

There  are  no  bosses  here,  because  I  say  so 
In  the  young  and  fast-growing  companies  that  have  adopted  ho¬ 
lacracy  and  other  democratic  forms  of  management,  Mr  Pfeffer 
notes  a  paradox:  “These  ideas  tend  to  be  introduced  by  benign- 
dictator  ceos  who  are  the  only  thing  stopping  the  firm  reverting 
to  a  traditional  hierarchy.”  In  contrast,  in  a  long-established  firm 
with  many  levels  of  hierarchy,  the  boss  is  more  likely  to  be  the  big¬ 
gest  obstacle  to  adopting  holacratic  management.  Having  strug¬ 
gled  his  way  up  the  greasy  pole,  he  is  unlikely  to  be  inclined  to  fol¬ 
low  Mr  Hsieh  of  Zappos  and  relinquish  his  powers  and  title.  At  a 
recent  conference  session  discussing  holacracy,  hosted  by  wpp,  a 
giant  marketing  conglomerate,  one  of  the  topics  was,  “Should  we 
depose  Sir  Martin  Sorrell?”,  a  reference  to  the  man  who  built  and 
runs  the  group.  One  imagines  wpp’s  aspiring  holarchists  were 
simply  being  provocative.  At  any  rate,  the  famously  forceful  Sir 
Martin  remains  very  much  in  control-and  his  title  is  “group  chief 
executive”,  not  “lead  link”.  ■ 
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The  global  monetary  system 

Not  floating,  but  flailing 


After  150  years  of  monetary  experimentation,  the  world  remains  unsure  how  to 
organise  global  finance 


SEVENTY  years  ago  this  month,  730  dele¬ 
gates  gathered  in  Bretton  Woods,  New 
Hampshire  to  reopen  an  old  debate.  Glo¬ 
bal  commerce  has  long  faced  a  fundamen¬ 
tal  tension:  the  more  certainty  countries 
create  around  exchange  rates,  the  less 
room  they  have  to  manage  domestic  eco¬ 
nomic  affairs.  Thirty  years  before  Bretton 
Woods  a  war  wrecked  the  world’s  first  stab 
at  the  problem-the  gold  standard-and  the 
attempt  to  rebuild  it  in  the  1920s  led  to  de¬ 
pression  and  another  war.  The  exchange- 
rate  system  agreed  at  Bretton  Woods  lasted 
only  a  generation.  After  150  years  of  experi¬ 
mentation  the  world  has  yet  to  solve  its 
monetary  problem. 

Most  monetary  systems  have  been  the 
product  of  accident  rather  than  design.  The 
classical  gold  standard  developed  in  indus¬ 
trialising  Britain.  Its  economic  success  en¬ 
couraged  others  to  transact  on  its  terms. 
Germany’s  adoption  of  gold  in  1871  put  Eu¬ 
rope’s  two  leading  economies  on  one  stan¬ 
dard;  others  quickly  followed  suit. 

The  gold  standard’s  priority  was  the  lu¬ 
brication  of  global  trade.  Exchange  rates 
were  fixed  across  economies  and  capital 
flowed  without  any  regulatory  hindrance. 
Though  the  free  flow  of  capital  left  curren¬ 
cies  vulnerable,  the  system  survived  for 
decades  thanks  to  governments’  iron  com¬ 
mitment  to  gold.  That,  in  turn,  was  built  on 
the  relatively  feeble  political  influence  of 
working  people  and  the  relative  strength 


of  creditors.  Central  banks  refrained  from 
destabilising  actions  and  lent  to  each  other 
in  times  of  crisis. 

The  first  world  war  changed  all  this.  Bel¬ 
ligerent  countries  instituted  capital  con¬ 
trols  and  printed  money  to  pay  for  the  war. 
Europe  tried  to  patch  up  the  system  after 
the  war  but  it  no  longer  worked  well.  Gold 
reserves  grew  increasingly  unbalanced; 
France  and  America  built  growing  hoards, 
while  Britain  and  Germany  ran  short.  Cen¬ 
tral  bank  solidarity  was  also  in  short  sup¬ 
ply.  America,  which  at  times  controlled 
46%  of  the  world’s  gold,  could  have  rebal¬ 
anced  the  system  by  expanding  its  money 
supply  and  allowing  prices  to  rise.  Yet  it  re¬ 
fused  to  do  so  thanks  to  domestic  worries, 


chiefly  a  desire  to  limit  a  Wall  Street  boom. 

The  revived  system  broke  under  the 
strain  of  depression.  Struggling  economies 
were  forced  to  choose  between  saving  do¬ 
mestic  banks  and  defending  their  curren¬ 
cies’  pegs  to  gold.  Central  bankers  met  re¬ 
peatedly  to  discuss  ways  to  contain  the 
crisis,  but  failed  to  recapture  the  coopera¬ 
tive  spirit  that  prevailed  before  1914.  Austria 
and  Germany  dropped  out  of  the  system 
in  1931.  By  1936  the  gold  standard  was  dead. 

At  Bretton  Woods,  the  world  took  an¬ 
other  crack  at  a  universal  system.  Yet  the 
compromises  of  the  1944  conference  yield¬ 
ed  a  patchwork  of  policies.  Countries  fixed 
their  currencies’  values  relative  to  the  dol¬ 
lar,  which  was  in  turn  pegged  to  gold.  But 
pegs  could  be  adjusted  in  extraordinary 
circumstances.  The  ime  was  created  to 
help  manage  crises;  the  World  Bank  was 
designed  to  lend  money  to  poor  countries. 
The  conference  also  paved  the  way  for  the 
General  Agreement  on  Tariffs  and  Trade:  a 
forum  for  trade  talks  and  forerunner  of  the 
World  Trade  Organisation. 

In  their  first  years  the  Bretton  Woods  in¬ 
stitutions  flirted  with  irrelevancy  The  ►► 
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1923-27:  Countries  stabilise  their  exchange 
rates  and  restore  gold  convertibility 


1929-36:  Gold  standard  gradually  abandoned  again 
1944:  Bretton  Woods  establishes  a  new  fixed  exchange  rate  system  • 
Sources:  Carmen  M.  Reinhart;  The  Economist 
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►  World  Bank’s  lending  to  Europe  between 
1947  and  1953  amounted  to  just  5%  of  Amer¬ 
ican  aid  under  the  Marshall  Plan.  As  con¬ 
trols  on  capital  and  trade  were  lifted,  ten¬ 
sions  became  apparent.  When 
governments  splashed  out  on  welfare 
states  and  military  adventures,  trade  im¬ 
balances  and  inflation  ballooned,  reduc¬ 
ing  confidence  in  currency  pegs.  By  the  late 
1960s  these  strains  became  unmanage¬ 
able.  In  1967  Britain  was  forced  to  devalue, 
shaking  confidence  in  the  system.  And  in 
1971  President  Richard  Nixon  opted  to  drop 
the  gold  peg  and  devalue  rather  than  make 
swingeing  cuts  to  balance  budgets  and 
control  inflation.  Most  big  countries 
dropped  out  of  the  system  and  floated 
their  currencies. 

The  repeated  collapse  of  fixed  ex¬ 
change-rate  regimes  did  little  to  shake  faith 
in  the  idea.  In  Europe,  leaders  introduced 
the  European  Monetary  System  in  1979- 
the  ancestor  of  today’s  euro  zone.  Yet  mar¬ 
kets  repeatedly  found  reason  to  question 
peripheral  economies’  willingness  to  sub¬ 
ordinate  domestic  policy  to  the  demands 
of  the  system.  A  bout  of  scepticism  fuelled 
attacks  on  British  and  Italian  pegs,  driving 
them  out  of  the  system  in  1992.  Italy  none¬ 
theless  signed  up  for  deeper  monetary  in¬ 
tegration  in  the  euro  zone.  The  euro’s  re¬ 
cent  crisis  is  a  variation  on  an  old  theme. 

Developing  countries  also  found  pegs 
hard  to  resist.  Fixed  exchange  rates  can  en¬ 
courage  monetary  discipline  and  tame  in- 
flation-a  common  emerging-world  pro¬ 
blem-while  reducing  borrowing  costs.  Yet 
too  often  pegs  ended  painfully,  as  overin- 
debted  economies  found  it  impossible  to 
maintain  the  discipline  needed  to  protect 
them.  Markets  pounced,  initiating  crises 
and  forcing  devaluations-most  dramati¬ 
cally  in  the  Asian  financial  crisis  of  1997-8. 

Despite  this  history,  floating  exchange 
rates  remain  unpopular.  Emerging  econo¬ 
mies  have  instead  shifted  toward  managed 
rates  maintained  through  market  interven¬ 
tion.  China,  the  world’s  second-largest 
economy,  is  a  particularly  energetic  manip¬ 
ulator  of  its  currency,  and  has  at  times  used 
an  outright  dollar  peg.  As  a  result  over  half 
of  global  economic  activity  is  concentrated 
within  two  massive  single-currency  blocs. 
Less  than  a  tenth  of  emerging  markets  al¬ 
low  the  market  to  set  their  exchange  rate. 

The  aversion  to  floating  is  a  puzzle. 
Fixed  rates  can  reduce  borrowing  costs,  but 
the  result  is  often  a  debt-binge  and  crisis. 
Modern  technology  reduces  currency  tran¬ 
saction  costs,  imf  research  finds  that  flexi¬ 
ble  exchange  rates  reduce  vulnerability  to 
both  macroeconomic  and  financial  crises. 
And  Joseph  Gagnon  of  the  Peterson  Insti¬ 
tute  for  International  Economics,  a  think 
tank,  finds  that  economies  with  floating 
currencies  did  better  in  the  global  financial 
crisis  and  its  aftermath. 

History  suggests  that  monetary  ar¬ 
rangements  last  only  as  long  as  the  politi¬ 


cal  economy  that  supports  them.  Given 
the  dramatic  changes  in  the  global  econ¬ 
omy  marked  by  the  rise  of  the  emerging 
world,  it  is  hard  to  imagine  that  prevailing 
currency  alignments  can  survive.  Indeed, 
China  claims  to  be  gradually  freeing  its 
capital  account  and  encouraging  trade  de¬ 
nominated  in  yuan.  That  may  finally  bring 
down  the  curtain  on  the  dollar  era  initiated 
by  Bretton  Woods.  Yet  in  practice  China  is 
reluctant  to  give  up  the  perceived  safety  of 
a  managed  exchange  rate.  Gold  habits  are 
hard  to  break.  ■ 


BNP  Paribas 

Capital 

punishment 

NEWYORKAND  PARIS 

France’s  largest  bank  gets  fined  for 
evading  American  sanctions 

THE  American  guillotine  has  fallen. 

After  lengthy  negotiations,  prosecutors 
and  regulators  announced  on  June  30th 
the  penalties  they  planned  to  impose  on 
bnp  Paribas,  France’s  largest  bank,  for 
evading  American  sanctions  on  doing 
business  with  Cuba,  Iran  and  the  Sudan: 
an  almost  $9  billion  fine,  a  guilty  plea  to 
criminal  charges  of  conspiracy  and  falsify¬ 
ing  records  and  a  suspension  of  its  right  to 
clear  certain  dollar  transactions. 

While  not  the  largest-ever  fine  imposed 
on  a  bank  (see  table),  it  is  more  than  bnp’s 
profits  last  year.  The  requirement  to  plead 
guilty  to  a  felony  is  both  unusual  and  dan¬ 
gerous:  some  jurisdictions  could  withdraw 
bnp’s  banking  licence  and  some  custom¬ 
ers  may  be  forced  to  move  elsewhere. 
Worst  of  all,  the  mandatory  exclusion  from 
dollar  clearing  for  a  year  on  much  of  its  oil 
and  gas  business,  forcing  it  to  route  transac¬ 
tions  through  other  banks,  is  a  heavy  blow 
for  a  bank  that  plays  a  key  role  in  interna¬ 
tional  trade. 

bnp  Paribas  is  profitable,  well  capital¬ 
ised  and  liquid:  it  can  pay  the  fine  without 
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turning  to  the  markets  for  money  or  letting 
its  prudential  ratios  slip  below  acceptable 
levels,  it  says.  The  bank  will  immediately 
take  a  charge  of  €5.8  billion  ($7.9  billion)  on 
top  of  the  $1.1  billion  it  had  already  set  aside 
and  will  freeze  dividends  at  last  year’s  lev¬ 
el.  Its  core  tier-i  capital  ratio-a  measure  of 
its  ability  to  absorb  losses-will  still  be 
around  10%  (down  from  10.6%  at  the  end  of 
March)  and  its  leverage  ratio  will  fall  from 
3.7%  to  3%,  according  to  Jean-Laurent  Bon- 
nefe,  the  bank’s  chief  executive,  and  Lars 
Machenil,  its  chief  financial  officer,  bnp’s 
share  price,  which  had  been  sliding  since 
February,  rose  3.6%  the  day  the  settlement 
was  announced. 

But  the  announcement  raises  a  raft  of 
questions  about  the  proportionality  of 
penalties,  the  responsibility  of  individuals 
in  corporate  crime,  the  duties  of  firms  deal¬ 
ing  with  objectionable  regimes  and  the 
reasonableness  of  America  imposing  its 
foreign  policy  via  the  international  finan¬ 
cial  system  and  its  dominant  currency.  The 
bank’s  dealings  with  and  for  Sudan— 
where  Osama  bin  Laden  found  refuge  and 
the  UN’s  attempt  to  stem  the  bloodletting 
in  Darfur  was  resisted-lie  at  the  heart  of 
the  charges  against  it.  bnp  concealed  a  total 
of  $190  billion-worth  of  dollar-based  tran¬ 
sactions  between  2002  and  2012,  according 
to  New  York’s  Department  of  Financial 
Services  (dfs),  including  some  involving 
Cuba  and  Iran.  Because  they  were  denom¬ 
inated  in  dollars,  these  deals  ultimately 
had  to  pass  through  New  York  and  thus 
came  under  its  regulatory  authority.  To  dis¬ 
guise  their  origins,  bnp  stripped  identify¬ 
ing  information  from  documentation  and 
re-routed  payments  through  a  network  of 
satellite  banks. 

Internal  emails  show  that  a  number  of* 
senior  bank  executives  were  aware  of  the 
deals;  there  was  some  unease  within  the 
bank  about  the  process.  In  2005,  for  exam¬ 
ple,  an  email  from  a  senior  compliance  offi¬ 
cer  referred  to  the  existence  of  a  network  of 
Arab  banks  used  by  bnp  to  circumvent  the 
embargo  against  Sudan.  According  to  the 
dfs,  such  concerns  were  dismissed,  not 
least  by  Georges  Chodron  de  Courcel,  the  ►► 
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Ouch! 

Biggest  bank  settlements  with  US  authorities 

Bank  Settlement,  $bn 

1  JPMorgan  Chase 

2  Bank  of  America 

3  Bank  of  America 

4  Bank  of  America 

5  BNP  Paribas 

6  Wells  Fargo 

7  JPMorgan  Chase 

8  JPMorgan  Chase 

9  Bank  of  America 

10  Credit  Suisse 

Sources:  Company  reports; 
national  sources;  Financial  Times 


Date  Cause 

Oct  2013  MBS* 

Feb  2012  Foreclosures! 

Jan  2013  Mortgage  repurchases 

Mar  2014  MBS* 

Jun  2014  Violating  sanctions 

Feb  2012  Foreclosures! 

Feb  2012  Foreclosures! 

Oct  2013  MBS*/mortgage  repurchases 

Jan  2013  Foreclosures! 

May  2014  Aiding  tax  evasion 

‘Mortgage-backed  securities  tPart  of  $25bn  National  Mortgage  Settlement 

♦Part  of  $8.5bn  settlement 
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bank’s  chief  operating  officer  at  the  time, 
who  “signed  off  on  continuing  illicit  tran¬ 
sactions”,  according  to  regulatory  filings. 
The  commercial  stakes  were  significant:  in 
2006  letters  of  credit  provided  by  bnp’s 
Geneva  office  were  equal  to  a  quarter  of  all 
Sudan’s  exports  and  a  fifth  of  its  imports. 

In  2007  Baudouin  Prot,  bnp’s  then  chief 
executive,  ordered  an  end  to  sanctions- 
busting  but  failed  to  notice  when  his 
troops  did  not  immediately  comply.  It  was 
not  until  2010  that  bnp  finally  ceased  deal¬ 
ing  with  Cuba  and  late  2012  with  Iran.  The 
long  lag  doubtless  fanned  regulatory  anger 
and  contributed  to  the  size  of  the  fine.  By 

Buttonwood  i 


The  instability  that  stems  from  trilemmas 

THERE  is  always  resistance  when  new 
words  are  coined,  or  become  modish; 
the  offending  term  is  attacked  for  being 
ugly,  superfluous  or  obfuscating.  But 
sometimes  a  word  illustrates  a  useful  con¬ 
cept.  So  it  is  with  trilemma.  If  a  dilemma 
represents  a  choice  between  two  (often 
unpalatable)  options,  a  trilemma  in¬ 
volves  the  inevitable  sacrifice  of  one  of 
three  desirable  characteristics. 

Perhaps  the  best  known  economic  tri¬ 
lemma  is  that  to  which  monetary  regimes 
are  subject.  A  country  can  have  a  fixed  ex¬ 
change  rate,  free  movement  of  capital  or 
independent  monetary  policy,  but  not  all 
three.  Under  the  gold  standard  capital 
flowed  freely  and  exchange  rates  were 
fixed,  but  monetary  policy  had  to  adjust 
to  maintain  the  peg  to  gold.  Bretton 
Woods  had  fixed  rates  and  independent 
monetary  policy,  but  that  required  capital 
controls. 

The  designers  of  Bretton  Woods  were 
in  favour  of  fixed  currencies  because  they 
prevent  competitive  devaluations  and 
give  greater  certainty  to  international  in¬ 
vestors  and  those  involved  in  trade.  But 
when  the  system  collapsed  in  the  1970s, 
most  economists  inclined  to  the  view  that 
floating  currencies  were  preferable  be¬ 
cause  they  give  economies  more  flexibili¬ 
ty.  Nevertheless  large  parts  of  the  world 
still  feel  differently:  China  manages  its  ex¬ 
change  rate  against  the  dollar  and  Europe 
went  to  the  trouble  of  establishing  a  sin¬ 
gle  currency  in  part  to  bring  an  end  to  the 
gyrating  exchange  rates  among  the  coun¬ 
tries  that  now  use  the  euro. 

Dani  Rodrik  of  Harvard  University 
came  up  with  another  trilemma  in  his 
book  “The  Globalization  Paradox”.  Coun¬ 
tries  cannot  simultaneously  pursue  de¬ 
mocracy,  national  self-determination  and 
economic  globalisation.  One  could  com¬ 
bine  democracy  and  globalisation  if  peo- 


the  time  the  negotiators  sat  down  to  work 
out  a  settlement,  in  early  2014,  regulatory 
hearts  were  hardening,  in  part  because 
American  legislators  were  clamouring  for 
financial  scalps.  A  deferred-prosecution 
agreement  such  as  hsbc  had  secured  in 
2012  was  no  longer  on  offer;  it  was  a  guilty 
plea  or  nothing  for  bnp. 

The  case  has  left  people  on  both  sides 
of  the  Atlantic  unhappy.  One  reason  is  that 
the  individuals  responsible  seem  to  be  get¬ 
ting  off  lightly.  Some  have  been  disciplined 
by  bnp  with  demotions  and  cuts  in  pay, 
and  some  top  brass  are  being  pushed  out 
the  door,  including  Mr  Chodron  de  Cour- 


cel.  None,  however,  has  faced  even  the  mil¬ 
dest  legal  sanction  so  far;  instead,  the 
bank’s  shareholders  and  customers  look 
likely  to  bear  the  brunt  of  bnp’s  misdeeds. 

A  second  source  of  discontent-in  Eu¬ 
rope,  at  any  rate-is  that  the  case  appears  to 
be  an  example  of  America  throwing  its  fi¬ 
nancial  weight  around,  using  the  threat  of 
withholding  access  to  its  market  and  cur¬ 
rency  to  force  compliance  with  its  own  pri¬ 
orities.  The  French  central  bank  sent  a  clear 
message  that,  whatever  the  rights  and 
wrongs  of  bnp’s  behaviour,  crippling  so 
large  a  European  bank  could  harm  the 
world’s  financial  system,  as  well  as  a  re-  ►► 


pie  were  willing  to  give  up  the  nation  state. 
But  accepting  globalisation  means  that 
some  rules  will  be  set  internationally,  lim¬ 
iting  voters’  freedom  to  pursue  certain  poli¬ 
cies,  such  as  protecting  infant  industries  or 
workers’  rights.  Mr  Rodrik  thinks  that  the 
wishes  of  voters  should  override  the  de¬ 
mands  of  globalisation. 

Another  topical  trilemma  concerns  reg¬ 
ulation  of  the  financial  system.  As  Dutch 
academic  Dirk  Schoenmaker  has  pointed 
out,  it  is  impossible  to  combine  financial 
stability,  internationalised  finance  and  na¬ 
tional  sovereignty.  Since  big  banks  operate 
across  national  boundaries,  one  needs  a 
global  regime  (such  as  the  Basel  rules  on 
capital)  to  monitor  them.  If  national  gov¬ 
ernments  are  allowed  too  much  flexibility 
in  creating  their  own  rules,  instability  is  the 
likely  result. 

Once  one  starts  thinking  about  trilem¬ 
mas,  they  can  be  found  everywhere. 
Health  systems  have  to  choose  among  the 
“three  Cs”-cost,  coverage  and  choice.  A 
country  can  have  universal  health  cover¬ 
age,  as  in  the  British  system,  but  at  the  ex¬ 
pense  of  choice.  Or  it  can  have  lots  of  pa¬ 
tient  choice,  as  in  America,  but  only  by 


limiting  coverage  or  allowing  costs  to  es¬ 
calate  (or  both). 

These  trilemmas  illustrate  a  couple  of 
important  points.  The  first  is  that  in  a  so¬ 
cial  science  like  economics  there  are  very 
few  “right”  answers.  All  policy  decisions 
involve  trade-offs.  Different  generations 
of  politicians  (and  voters)  will  favour  dif¬ 
ferent  solutions.  Certainty  about  ex¬ 
change  rates  is  less  valued  (in  Britain  and 
America,  at  least)  than  it  was  a  hundred 
years  ago;  the  economic  benefits  of  glo¬ 
balisation  have  prompted  many  coun¬ 
tries  to  place  less  emphasis  on  national 
sovereignty  than  they  used  to. 

As  a  profession,  economics  is  as  prone 
to  fads  as  any  other.  Take  inflation,  where 
over  the  past  50  years,  policymakers  have 
lurched  from  statutory  controls  on  prices 
and  wages  through  monetarism  to  infla¬ 
tion  targeting.  Each  policy  has  had  its  pros 
and  cons:  for  example,  the  low  level  of  in¬ 
flation  in  the  early  2000s  seems  to  have 
made  central  bankers  too  complacent 
about  the  excesses  building  up  in  the  fi¬ 
nance  sector.  The  banking  crisis  was  the 
result. 

By  the  same  token,  almost  any  policy 
change  is  bound  to  cause  dissatisfaction 
among  some  groups.  Sudden  moves  in  ex¬ 
change  rates  lead  to  attacks  on  market 
speculators  or  complaints  about  compet¬ 
itive  devaluations  and  talk  of  “currency 
wars”.  Adopting  globalisation-friendly 
policies  causes  resentment  among  busi¬ 
nesses  and  workers  who  lose  out  to  inter¬ 
national  competition,  but  adopting  a 
siege  economy  approach  causes  such 
damage  that,  in  the  long  run,  nearly  all 
voters  become  disenchanted.  In  the  cir¬ 
cumstances,  sudden  lurches  in  economic 
policy  are  only  to  be  expected.  Trilemmas 
breed  instability. 
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►  gion  struggling  for  growth. 

bnp’s  behaviour  in  doing  business 
with  the  likes  of  Sudan  may  have  been 
morally  reprehensible  but  it  did  not  break 
European  or  French  laws  (though  falsifying 
documents  would  be  a  crime  anywhere). 
By  eagerly  exploiting  their  authority  over 
dollar-denominated  transactions,  Ameri¬ 
can  regulators  are  increasing  the  incentives 
for  international  banks  to  set  up  a  pay¬ 
ments  system  based  on  another  currency. 

bnp  is  not  out  of  the  woods  yet.  The 
Swiss  banking  regulator  says  it  will  look 
into  the  bank’s  Geneva  operations,  and 
conversations  with  customers  and  bank¬ 
ing  supervisors  that  seek  to  limit  the  dam¬ 
age  are  underway.  For  bnp,  though,  at  least 
the  worst  may  be  over.  Other  European 
banks  are  not  so  lucky.  Societe  Generate, 
Credit  Agricole  and  Deutsche  Bank  are  all 
believed  to  be  in  American  regulators’ 
sights  for  sanctions-busting.  The  saga  con¬ 
tinues.  ■ 


Thailand's  economy 

When  Teflon 
wears  off 

BANGKOK 

The  economy  cannot  shrug  off 
Thailand’s  political  problems 

IT  DID  not  take  long  for  Thailand’s  ruling 
junta  to  discover  the  first  lesson  of  build¬ 
ing  popular  goodwill:  when  in  doubt, 
spend.  The  National  Council  for  Peace  and 
Order  (ncpo),  the  ruling  junta  led  by  Gen¬ 
eral  Prayuth  Chan-ocha,  has  occupied  it¬ 
self  in  its  first  month  in  office  airing  out 
government  coffers  with  a  high-powered 
leafblower.  It  paid  nearly  92.4  billion  baht 
($2.8  billion)  to  rice  farmers  under  a  subsi¬ 
dy  scheme  implemented  by  the  deposed 
government  of  Yingluck  Shinawatra.  It  is 
pondering  ambitious  transport  schemes 
estimated  to  cost  more  than  $72  billion. 

It  has  also  promised  to  clear  a  $2i-bil- 
lion  backlog  of  projects  awaiting  approval 
from  the  Board  of  Investment  (BOi)-of 
which  Mr  Prayuth  has  appointed  himself 
chair.  At  the  boi’s  first  post-coup  meeting, 
on  June  18th,  it  approved  18  projects  worth 
$4  billion.  And  after  deposing  a  govern¬ 
ment  founded  on  economic  populism,  the 
ncpo  seems  to  have  decided  that  some¬ 
times  mimickry  is  the  better  part  of  gover¬ 
nance:  it  brokered  a  deal  that  brought 
World  Cup  matches  to  free  tv  channels. 

Thais  seem  to  have  responded  well:  a 
survey  taken  after  the  coup  showed  that  a 
consumer-confidence  index  had  reversed 
a  13-month  decline,  rising  from  67.8  in  April 
to  70.7  in  May.  While  the  stockmarket 
dropped  on  May  23rd,  the  day  afterthe  mil¬ 
itary  seized  power,  it  has  since  marched 
steadily  upward;  by  July  1st,  the  set  index 


was  at  1,486,  up  nearly  17%  since  the  start  of 
the  year.  Thailand’s  currency,  the  baht, 
similarly  reversed  its  short  post-coup  slide. 

But  all  is  far  from  well.  In  the  first  quar¬ 
ter  of  2014,  Thai  gdp  fell  0.6%  from  the  pre¬ 
vious  quarter  and  2.1%  year-on-year.  Tou¬ 
rism,  which  makes  up  roughly  7%  of  the 
economy,  has  declined  markedly:  accord¬ 
ing  to  str  Global,  a  data  provider,  hotel-oc¬ 
cupancy  rates  from  January  through  May 
were  15%  lower  than  in  the  same  period  of 
2013.  In  June  the  Thai  central  bank  nearly 
halved  its  2014  growth  forecast  to  1.5%. 

Foreign  direct  investors  also  seem  skit¬ 
tish:  in  the  first  five  months  of  2014,  they 
made  applications  to  the  boi  for  334  pro¬ 
jects  worth  230  billion  baht,  compared 
with  526  projects  worth  256  billion  baht  in 
the  first  five  months  of  2013.  Japanese  in¬ 
vestors,  usually  the  biggest  category,  have 
proved  particularly  reluctant,  with  their 
applications  more  than  halving  in  value. 

Some  of  this  decline  is  no  doubt  cycli¬ 
cal.  Thailand’s  economy  boomed  in  2012 
and  2013  as  the  country  recovered  from  the 
devastating  floods  of  201L  Easy  credit  and 
government  schemes  to  encourage  first¬ 
time  home-  and  car-buyers  led  consumers 
to  spend  freely.  But  all  that  spending  has 
left  a  nasty  hangover  in  the  form  of  worry- 
ingly  high  levels  of  household  debt.  And 
the  decline  in  fdi  represents  more  than  a 
return  to  the  norm:  if  the  pattern  estab¬ 
lished  in  the  first  five  months  of  this  year 
holds  it  will  be  well  below  pre-flood  levels. 

Thailand’s  central  bank  says  the  coun¬ 
try  is  probably  not  heading  for  recession; 
activity  started  to  pick  up  in  the  second 
quarter.  Sutapa  Amornvivat,  chief  econo¬ 
mist  for  Siam  Commercial  Bank,  said  she 
has  started  to  see  signs  of  modest  rises  in 
consumption:  small  shops  ordering  more, 
people  eating  more  meals  out  and  buying 
more  household  goods.  Tourists  will  even¬ 
tually  return,  as  they  did  after  Thailand’s 
previous  coup  in  2006  (after  the  latest 
putsch,  the  first  places  to  see  the  curfew  lift¬ 
ed  were  Koh  Samui,  Pattaya  and  Phuket- 
all  tourist  destinations). 

By  tackling  fdi  applications,  the  ncpo 
has  signalled  that  Thailand  remains  open 
for  business.  The  country’s  manufacturing 
sector-it  is  the  world’s  largest  rubber  pro¬ 
ducer  and  its  second-largest  producer  of 
hard  drives  and  light  pick-up  trucks-has 
weathered  years  of  political  upheaval. 
Thailand  still  has  comparatively  good  in¬ 
frastructure  and  low  corporate  taxes. 

But  it  also  has  a  workforce  that  is  aging 
quickly,  and  growing  more  expensive: 
from  2011  to  2013  wages  rose  by  more  than 
30%.  Its  unemployment  rate  is  less  than 
i%-the  result  of  a  large  agricultural  sector 
and  a  generous  official  definition  of  em¬ 
ployment.  Even  so,  in  the  second  half  of 
2013,  more  than  half  of  Japanese  firms  sur¬ 
veyed  by  jetro,  the  Japanese  trade-pro¬ 
motion  agency,  reported  labour  shortages. 
The  ncpo’s  promise  to  sort  out  the  coun- 
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Rubber  provides  some  insulation 


try’s  labour  market  has  so  far  accom¬ 
plished  little  except  to  send  hundreds  of 
thousands  of  Cambodian  workers  fleeing 
for  the  border. 

Small  wonder  that  jetro  has  been  pro¬ 
moting  a  “Thailand  Plus  One”  strategy,  in 
which  Japanese  firms  begin  transferring 
more  labour-intensive  parts  of  their  busi¬ 
nesses  to  countries  with  cheaper  labour 
and  more  potential  growth.  Rajiv  Biswas, 
chief  economist  for  Asia  Pacific  with  ihs,  a 
consultancy,  says  “that  sense  of  Teflon 
Thailand  is  eroding”  as  other  South-East 
Asian  countries  grow  more  attractive  to  in¬ 
vestors  and  Thailand’s  political  outlook  re¬ 
mains  as  hazy  as  the  Bangkok  skies.  ■ 


Forecasting  the  present 

Taking  the 
economic  pulse 

How  to  gauge  the  current  state  of  the 
economy 

IT  IS  hard  to  predict  the  future:  witness 
forecasters’  failure  to  foresee  the  finan¬ 
cial  crisis.  Indeed,  even  ascertaining  the 
current  state  of  the  economy  is  tricky.  The 
first  official  estimates  of  quarterly  gdp  are 
generally  published  between  four  and  six 
weeks  after  each  quarter  has  finished.  In¬ 
terpreting  them  can  be  fraught  since  they 
are  frequently  revised.  Such  delays  and  un¬ 
certainties  have  led  economy-watchers  to 
search  for  other  gauges. 

Simply  asking  business-folk  what  they 
think  is  a  venerable  tradition-Britain’s  In¬ 
dustrial  Trends  for  example  dates  back  to 
1958-but  such  surveys  are  flourishing  as 
never  before.  Among  the  most  influential 
are  purchasing-manager  indices  (pmis).  Ev¬ 
ery  month  managers  in  both  manufactur¬ 
ing  and  private  services  are  asked  whether  ►> 
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Corporate  spending 

If  they  build  it 


Capital  expenditure  around  the  world  has  been  disappointing 


W  HEN  companies  spend  money  on 
new  plant  and  equipment  (capital 
expenditure  or  capex  in  the  jargon),  jobs 
and  economic  growth  are  the  result.  One 
of  the  aims  of  central  banks’  efforts  to 
suppress  interest  rates  is  to  encourage 
more  such  spending.  But  the  latest  survey 
from  Standard  &  Poor’s,  a  rating  agency, 
indicates  that  a  boom  is  yet  to  materi¬ 
alise:  in  real  terms,  capital  expenditure 
fell  1%  in  2013,  and  is  expected  to  decline 
again  this  year. 

Perhaps  surprisingly,  capex  is  falling  in 
emerging  markets,  generally  seen  as  the 
engine  of  the  global  economy.  The  emerg¬ 
ing  markets’  share  of  global  capex  fell 
from  34%  in  2011  to  27%  last  year. 

The  big  investors  have  traditionally 
been  mining  and  energy  firms,  account¬ 
ing  for  42%  of  global  capex  in  2013.  But 
spending  in  both  industries  has  slowed 
sharply  and  is  expected  to  fall  this  year. 
Companies  may  be  losing  the  leeway  to 
spend:  capex  has  been  higher  than  free 
cashflow  in  three  of  the  last  five  years.  In 
addition,  the  investment  boom  of  the 
past  decade  may  mean  that  the  supply  of 
minerals  has  caught  up  with  demand. 

Spending  on  research  and  devel¬ 
opment  has  been  more  robust  than  ca¬ 
pex,  rising  4.7%  in  real  terms  in  both  2on 
and  2012.  But  momentum  appears  to  be 
slowing,  despite  an  improving  economy: 
r&d  grew  just  2.6%  last  year. 

Why  haven’t  companies  taken  ad¬ 


vantage  of  cheap  finance  and  spent 
more?  An  obvious  reason  is  that  cor¬ 
porate  revenue  has  not  been  growing 
very  fast.  Given  that  constraint,  capex 
does  not  look  so  meagre.  For  global  non- 
financial  companies,  the  ratio  of  capex  to 
revenues  is  close  to  its  highest  level  in  a 
decade.  But  that  also  means  companies 
are  unlikely  to  boost  spending  by  much 
more.  A  survey  of  British  firms  suggests 
that  uncertainty  about  demand  and  the 
risk  of  weak  returns  are  the  main  deter¬ 
rents  for  executives  deciding  whether  to 
increase  capex. 

It  seems  like  a  chicken-and-egg  pro¬ 
blem.  Without  a  strong  global  recovery, 
companies  will  not  spend  more.  But  if 
they  do  not  spend  more,  there  will  not  be 
a  strong  recovery. 

I  Where's  the  boom? 

Global  non-finanrial  capital  expenditure 

%  change  on  a  year  earlier 
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►  their  firms’  output,  employment,  orders 
and  the  like  have  expanded  or  contracted 
(compared  with  the  previous  month).  An 
index  based  on  the  net  balance  of  their  an¬ 
swers  shows  expansion  above  the  level  of 
50  and  contraction  below  it. 

These  findings  can  in  turn  be  used  to  es¬ 
timate  the  current  rate  of  growth,  given  the 
previous  relationship  between  the  indices 
and  gdp.  For  example,  Markit,  a  research 
group,  reported  this  week  that  their  com¬ 
posite  index  for  manufacturing  and  ser¬ 
vices  in  the  euro  zone  stood  at  52.8  in  June. 
The  survey  suggests  the  euro  area  should 
grow  by  around  0.4%  in  the  second  quar¬ 
ter,  twice  as  fast  as  in  the  first,  says  Chris 
Williamson,  an  economist  at  Markit. 

Markit’s  estimate  of  second  quarter 
euro-zone  gdp  growth  appeared  six 
weeks  before  the  first  official  estimate. 
Such  surveys  have  other  benefits:  the 
method  is  transparent  and  easy  to  grasp. 
And  the  findings  are  not  revised  once  the  fi¬ 
nal  reports  emerge  a  week  after  the  “flash” 
estimates. 


Some  data  providers  go  further,  seeking 
to  exploit  all  relevant  statistics,  such  as  offi¬ 
cial  figures  for  new  passenger-car  registra¬ 
tions.  This  requires  a  sophisticated  model 
to  extract  a  common  signal  for  gdp  from 
the  welter  of  data  that  become  available. 
This  is  the  approach  adopted  by  Now-Cast¬ 
ing  Economics,  a  firm  whose  founders  in¬ 
clude  two  economists,  Lucrezia  Reichlin 
and  Domenico  Giannone.  In  the  case  of 
the  euro  zone,  their  model  gobbles  up  50 
monthly  variables  and  uses  their  past  rela¬ 
tionships  with  gdp  to  calculate  an  esti¬ 
mate  for  the  current  quarter.  At  present  the 
firm,  whose  clients  are  hedge  funds  and 
other  asset  managers,  is  expecting  growth 
of  0.26%  in  the  second  quarter-somewhat 
more  sluggish  than  Markit’s  estimate. 

In  principle,  the  model-based  approach 
might  appear  superior  because  it  exploits 
more  information.  On  the  other  hand,  it  is 
more  of  a  black  box.  Since  surveys  are 
themselves  an  important  source  of  infor¬ 
mation  for  the  nowcasts  this  suggests  that 
the  two  methods  will  co-exist.  ■ 


Green  bonds 

Green  grow  the 
markets,  O 

The  market  for  green  bonds  is  booming. 
But  what  makes  a  bond  green? 

CCASIONALLY  a  market  appears  out 
of  nowhere.  So  it  is  with  “green 
bonds”,  instruments  which  tie  the  pro¬ 
ceeds  of  a  bond  issue  to  environmentally 
friendly  investments.  Issuers  of  green 
bonds  raise  money,  promising  to  spend  it 
on  (for  example)  building  wind  farms  or 
less-polluting  factories.  In  2012  $3  billion  of 
such  bonds  were  sold.  In  the  first  six 
months  of  2014,  the  sum  was  about  $20  bil¬ 
lion,  nearly  twice  as  much  as  in  2013  as  a 
whole.  All  green  bonds  are  investment 
grade;  many  have  been  two  or  three  times 
oversubscribed;  half  were  issued  by  com¬ 
panies,  a  switch  from  2013,  when  most 
green  bonds  were  sold  by  international 
agencies  such  as  the  World  Bank. 

Climate  Bonds  Initiative,  a  research 
group,  reckons  the  cumulative  value  of  all 
green  bonds  will  be  around  $50  billion  by 
the_end  of  2014.  That  figure  is  tiny  com¬ 
pared  with  the  total  size  of  the  bond  mar¬ 
ket  ($80  trillion)  or  the  cost  of  reducing 
greenhouse  gases  (anyone’s  guess).  But 
compared  with  most  streams  of  income 
for  environmental  purposes,  it  is  huge. 
This  year’s  issues  will  be  two  or  three  times 
more  than  German  taxpayers  will  spend 
subsidising  wind  and  solar  energy-the 
largest  green  subsidy  in  Europe. 

Markets  may  appear  from  nowhere,  but 
they  don’t  appear  from  nothing.  Green 
bonds  are  a  case  study  not  only  in  how 
markets  grow,  but  what  needs  to  be  done  to 
keep  them  from  imploding.  Obviously, 
you  start  with  willing  buyers  and  sellers. 
According  to  one  estimate,  55%  of  pension- 
fund  assets  are  exposed  to  climate  risks  (in¬ 
cluding  heavier  regulation  of  dirty  indus¬ 
tries);  buying  green  bonds  helps  offset  such 
risks.  No  surprise  that  Sweden’s  public- 
sector  pension  fund  was  one  of  the  earliest 
investors.  Now,  private  asset  managers  are 
piling  in,  too.  Last  November  Zurich  Re,  an 
insurer,  said  it  would  buy  $1  billion  of 
green  bonds,  with  the  portfolio  run  by 
BlackRock,  an  asset  manager.  Christopher 
Flensborg  of  seb,  a  Swedish  bank  that  is 
the  largest  underwriter  of  green  bonds, 
reckons  more  than  250  institutional  inves¬ 
tors  have  bought  at  least  one  green  bond, 
up  from  a  handful  two  years  ago.  The  larg¬ 
est  bonds-such  as  a  $3.4  billion  issue  from 
gdf  Suez,  a  utility-are  now  big  enough  to 
appear  in  general  bond  indices.  On  July  1st 
Barclays,  a  bank,  and  msci,  an  informa¬ 
tion  firm,  said  they  would  launch  the  first 
green-bond  index. 

Green  bonds  also  attract  new  investors.  ►► 
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►  When  Unilever,  a  consumer-goods  com¬ 
pany,  issued  a  £25001  ($4i6m)  green  bond 
in  March,  40%  of  the  issue  was  snapped  up 
by  people  outside  Britain-an  uncommon 
response  to  a  sterling  bond.  Central  banks 
and  other  official  bodies  usually  buy  75% 
of  the  African  Development  Bank’s  (AfDB) 
benchmark  bonds.  But  when  the  AfDB  is¬ 
sued  a  green  bond  last  October,  asset  man¬ 
agers,  insurers  and  pension  funds  took 
over  70%. 

Having  more  investors  ought  to  make  it 
easier  for  a  company  to  sell  bonds  in  fu¬ 
ture.  There  is  also  evidence  green  bonds 
can  sometimes  outperform  less  colourful 
ones.  Last  year  the  yield  on  almost  all 
South  Korean  bonds  rose  0.6  percentage 
points  in  response  to  an  outbreak  of  sabre- 
rattling  by  North  Korea.  But  that  of  a  green 
bond  issued  by  South  Korea’s  Exlm  bank 
rose  only  oj.  points.  Green  bondholders 
proved  less  skittish  than  others. 

A  market  needs  standardised  products. 
The  World  Bank  has  helped  by  proposing 
eligibility  criteria  for  projects  financed  by 
green  bonds,  deciding  on  a  system  for  ring¬ 
fencing  proceeds  to  ensure  they  go  to  the 
right  things  and  sketching  out  what  sort  of 
reporting  and  compliance  systems  inves¬ 
tors  would  need.  Earlier  this  year  13  banks 
drew  up  a  shared  set  of  principles  govern¬ 
ing  different  categories  of  bonds;  49  institu¬ 
tions  have  signed  up. 

Nonetheless,  there  is  far  from  universal 
agreement  over  the  question,  “What 
makes  a  bond  green?”  At  the  moment  the 
answer  is,  “If  someone  says  it  is.”  At  first, 
that  someone  was  the  World  Bank’s  envi¬ 
ronmental  department,  which  made  sense 
when  the  bank  issued  most  of  the  bonds. 
But  something  else  was  needed  as  cor¬ 
porate  green  bonds  came  along.  Now  inde¬ 
pendent  groups  have  emerged  to  give  sec¬ 
ond  opinions,  such  as  the  Centre  for 
International  Climate  and  Environmental 
Research  in  Oslo  (cicero),  a  group  of  Nor¬ 
wegian  academics.  The  market  has  grown 
so  fast  that  cicero  has  just  announced  a 
partnership  with  four  other  academic  in¬ 
stitutions,  including  Tsinghua  University, 
to  increase  capacity  (not  coincidentally  the 
first  yuan-denominated  green  bond  has 

I  Shoots  and  leaves 

Green  bonds,  total  global  value  outstanding,  $bn 
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just  been  issued).  But  sometimes  the  opin¬ 
ion  is  that  of  the  issuer  itself:  Toyota  this 
year  sold  a  $1.75  billion  bond  (to  finance 
sales  of  zero-emission  cars)  on  its  own 
say-so. 

The  trouble  with  this  sort  of  discretion 
is  that  different  people  have  different 
views.  Is  fracking  green?  Is  nuclear  power? 
The  definition  is  likely  to  be  tested  further 
because  a  big  oil  firm  is  working  on  a  green 
bond  to  finance  a  carbon-capture  and  stor¬ 
age  (ccs)  scheme,  ccs  is  an  important 
technology-but  oil  firms  are,  for  the  most 


WHEN  the  IMF  visited  Bulgaria’s 

capital  Sofia  in  early  June  its  verdict 
on  the  banking  sector  was  that  “the  sys¬ 
tem  is  stable  and  liquid”.  By  the  end  of 
the  month  Bulgaria  faced  a  financial 
crisis,  thanks  to  runs  on  First  Investment 
Bank  (fib)  and  Corporate  Commercial 
Bank  (ccb),  the  country’s  third  and 
fourth-largest  lenders  respectively. 

It  all  started  with  a  public  spat  be¬ 
tween  Tsvetan  Vassilev,  ccb’s  largest 
shareholder,  and  Delyan  Peevski,  a  con¬ 
troversial  businessman.  Mr  Peevski 
suddenly  removed  large  sums  from  ccb, 
which  triggered  a  run  on  the  bank.  After 
more  than  20%  of  the  bank’s  deposits  had 
been  withdrawn,  Bulgaria’s  central  bank 
put  ccb  under  supervision  and  suspend¬ 
ed  its  operations  on  June  20th. 

A  week  later,  fib  was  the  target  of 
another,  seemingly  unrelated,  bank  run. 
On  June  27th  rattled  depositors  withdrew 
around  800m  lev  ($55001)  in  a  matter  of 
hours.  Bulgaria’s  authorities  appealed  for 
calm  and  arrested  several  people  suspect¬ 
ed  of  instigating  the  crisis.  Rosen  Plev- 
neliev,  the  president,  said  on  June  29th 
that  Bulgarians’  savings  were  safe  and 
that  there  were  “no  reasons  for  panic”. 

On  June  30th  the  European  Commission, 
the  eu’s  executive  body,  approved  a 


part,  seen  as  beyond  the  pale  by  greens. 

The  market  does  not  need  a  single  defi¬ 
nition  of  greenery.  But  it  does  need  to  strike 
a  balance  between  accepting  anything 
(which  would  dilute  the  attraction  of  green 
bonds  as  instruments  to  diversify  climate 
risk)  and  being  so  strict  that  hardly  anyone 
can  meet  the  criteria.  It  also  probably 
needs  a  more  systematic  approach  to  envi¬ 
ronmental  assessment,  nearer  to  a  credit- 
ratings  system.  Without  it,  the  helter-skel¬ 
ter  growth  of  the  past  two  years  could  wilt 
like  a  rice  paddy  in  a  drought.  ■ 


request  by  the  Bulgarian  government  to 
extend  an  emergency  credit-line  of  3.3 
billion  lev  to  local  banks. 

fib  customers  panicked  after  they 
received  anonymous  e-mails,  social- 
media  posts  and  mobile-phone  messages 
fanning  fears  about  the  safety  of  their 
deposits.  Bulgarians  have  bitter  memo¬ 
ries  of  a  banking  crisis  in  1996-97  when  14 
banks  went  under  in  a  little  over  a  year. 
One  of  the  e-mails  said  that  other  banks 
“are  in  very  bad  condition  and  even  a 
small  percentage  of  withdrawals  would 
push  these  institutions  into  bankruptcy.” 

To  make  matters  worse,  Bulgaria  also 
faces  a  political  crisis:  on  June  29th,  the 
president  announced  that  he  will  dis¬ 
solve  parliament  on  August  6th  and  call 
elections  for  October  5th.  The  Socialist- 
led  government  of  Plamen  Oresharski 
has  been  the  target  of  daily  street  protests 
against  corruption  since  it  took  office  in 
May  2013.  “There  is  no  banking  crisis,  but 
a  crisis  of  confidence  and  a  criminal 
attack,”  said  Mr  Plevneliev. 

Analysts  reckon  that  the  banking 
system  should  be  stable  thanks  to  its 
ample  liquidity  and  one  of  the  highest 
capital-adequacy  ratios  in  Europe.  But  the 
bank  runs  reveal  how  little  Bulgarians 
trust  their  institutions. 


Bulgarian  banks 

Digital  rumours 


SOFIA 

What  caused  the  run  on  two  of  Bulgaria’s  largest  banks? 
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Free  exchange  |  Beggar-thy-neighbour  banking 


Export  credit  agencies  are  an  enduring  instrument  of  mercantilism 


FOR  most  of  its  80  years,  America’s  Export-Import  Bank  has  la¬ 

boured  in  obscurity,  providing  loans,  loan  guarantees  and 
credit  insurance  to  foreign  buyers  of  American  products  from 
•umbo  jets  to  quiche.  All  of  a  sudden,  it  is  in  the  spotlight:  Tea 
3arty  conservatives  have  declared  it  to  be  the  embodiment  of  cor- 
)°rate  welfare.  Republicans  are  threatening  to  block  reauthorisa- 
ion  of  the  bank  when  its  mandate  expires  on  September  30th. 

The  fight  over  Exlm  has  drawn  rare  attention  to  one  of  the 
most  pervasive  and  enduring  instruments  of  mercantilism  in  the 
world  trading  system.  Export-credit  agencies  got  their  start  early 
vast  century.  Britain’s,  established  in  1919,  was  part  of  an  effort  to 
.improve  its  balance  of  payments  and  thus  return  to  the  gold  stan¬ 
dard.  America’s  Exlm  Bank  was  originally  conceived  as  an  instru¬ 
ment  of  foreign  policy,  to  provide  leverage  over  the  Soviet  Union 
and  support  for  Cuba. 

The  global  financial  crisis  gave  such  banks  a  new  lease  of  life. 
When  banks  pulled  back  from  trade  finance  after  Lehman  Broth¬ 
ers  collapsed  in  2008,  governments  prodded  their  export  agen¬ 
cies  to  fill  the  gap  to  prevent  a  bigger  fall  in  trade  volumes.  Official 
export  credit  extended  by  the  G7  alone  soared  from  $35  billion  in 
2007  to  $64  billion  in  2009,  and  has  remained  around  those  lev¬ 
els  since  (see  chart). 

Subsidised  loans  for  exports  have  long  been  recognised  as  a 
form  of  mercantilism,  which  is  why  rich  countries  struck  a  gentle¬ 
men’s  agreement  in  1978  to  curb  them.  Signatories  to  the  “oecd 
arrangement”  agree  to  maximum  loan  maturities,  commercially- 
based  interest  rates  and  minimum  risk  premiums  for  insurance. 
When  one  signatory  strikes  a  financing  deal,  it  notifies  the  others, 
giving  them  the  opportunity  to  match  the  terms. 

Given  these  safeguards,  many  advocates  say  official  export 
credit  is  not  really  a  subsidy  at  all  but  simply  compensation  for  a 
market  failure.  Banks  are  reluctant  to  provide  long-term  export  fi¬ 
nancing,  to  lend  to  countries  with  shaky  political  or  legal  re¬ 
gimes,  or  to  small  businesses,  even  more  so  since  new  capital 
standards  have  made  such  loans  costlier.  Export-credit  agencies 
simply  fill  an  unmet  need-and  their  profits  prove  it. 

These  arguments  are  suspect.  The  scarcity  of  private  financing 
for  certain  exports  reflects  genuine  risks  that  taxpayers  are  forced 
to  assume.  The  profit  earned  by  lenders  may  simply  reflect  the  ad¬ 
vantages  that  come  with  being  part  of  the  government.  The  Con¬ 
gressional  Budget  Office  reckons  that  if  Exlm’s  future  revenue 
were  discounted  using  the  interest  rate  paid  by  the  Treasury  (the 

I  Paid  to  trade 
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bank’s  main  source  of  funding),  it  would  make  a  profit  of  $14  bil¬ 
lion  over  the  next  decade.  But  discounting  at  market  rates  would 
turn  that  into  a  loss  of  $2  billion.  This  is  far  less  than  the  implicit 
cost  of  federal  student  and  mortgage  loan  guarantees.  But  it  does 
not  suggest  Exlm  has  found  lucrative  untapped  opportunities. 

Even  if  export  credit  is  a  subsidy,  advocates  say  it  is  unavoid¬ 
able.  Any  high-minded  country  that  refuses  to  subsidise  exports 
simply  surrenders  sales,  jobs  and  income  to  countries  with  no 
such  qualms.  If  Exlm  stopped  financing  sales  of  Boeing  aircraft, 
the  argument  runs,  either  Airbus  would  grab  market  share,  or 
Boeing  would  move  production  to  another  country  that  did  fi¬ 
nance  those  sales.  This  line  has  been  trotted  out  in  recent  years  as 
a  growing  share  of  export  finance  takes  place  outside  the  oecd 
arrangement.  Two  factors  are  at  work.  First,  many  oecd  mem¬ 
bers  are  using  instruments  not  covered  by  the  arrangement,  such 
as  floating-rate  loans  linked  to  Libor,  and  “untied”  development 
aid  that  implicitly,  but  not  explicitly,  pays  for  the  donor  country’s 
exports,  as  is  common  with  Japan’s  lending. 

The  China  syndrome 

The  second  factor  is  the  surge  in  lending  by  countries  outside  the 
oecd,  above  all  China.  Exlm  reckons  that  China’s  official  export 
credit  last  year  amounted  to  $45.5  billion.  Adding  in  untied  aid, 
project  finance  and  other  surreptitious  forms  of  export  credit 
boosts  the  total  to  $m  billion,  more  than  a  third  of  the  global  total. 
China  regularly  offers  easier  terms  than  the  oecd  arrangement 
would  allow.  Other  countries  feel  obliged  to  match  them,  as  Exlm 
Bank  did  in  2012  for  a  Pakistani  purchase  of  locomotives. 

Ordinarily,  export  subsidies  are  a  bad  bet  even  if  used  to 
match  another  country’s  handouts.  The  resources  used  to  pro¬ 
vide  the  support  must  either  come  from  distortionary  taxes  or 
borrowing,  which  in  normal  times  would  raise  interest  rates  and 
crowd  out  private  investment.  Industries  receiving  the  boost 
would  also  absorb  capital  and  labour  that  might  be  more  produc¬ 
tively  used  elsewhere.  Unless  foreign  subsidies  create  some  mar¬ 
ket  failure  (by  threatening  to  destabilise  an  industrial  cluster,  for 
instance)  the  least  harmful  course  of  action  may  be  to  accept  the 
foreign  government’s  largesse. 

At  present,  with  the  world  awash  in  savings  and  interest  rates 
stuck  near  zero,  the  case  against  subsidies  is  a  little  murkier.  Sub¬ 
sidising  exports  may  boost  demand  for  domestic  production, 
leaving  the  country  better  off-unless,  of  course,  every  country 
does  the  same,  in  which  case  no  one  gets  an  advantage. 

The  World  Trade  Organisation  discourages  protectionism  by 
permitting  a  country  hurt  by  another’s  subsidies  to  raise  tariffs  in 
retaliation.  But  this  is  of  limited  use  with  export  credits  because 
the  victim  is  neither  the  importer  nor  the  exporter,  but  a  third 
country  whose  exports  are  artificially  suppressed.  That  country 
would  accomplish  nothing  by  raising  tariffs. 

The  world  would  be  better  off  without  subsidised  export 
credits.  Failing  that,  the  best  solution  would  be  for  the  oecd  ar¬ 
rangement  to  cover  more  types  of  lending  and  more  countries 
(oecd  membership  is  not  required  to  be  a  party  to  the  agree¬ 
ment).  Though  America  had  hoped  that  by  this  year  that  China 
would  agree  to  “international  guidelines”  on  export  credits,  there 
is  no  sign  yet.  In  the  meantime,  American  companies  will  fight 
hard  to  keep  Exlm  Bank  alive.  They  will  likely  succeed.  ■ 
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A  newly  launched  satellite  will  reveal  even  more  about  the  planet’s  workings  than 
originally  planned 


Monitoring  Earth 

Gaia’s  breath 


THE  ten-and-a-half  minutes  it  took  a 
Delta  2  rocket  to  lift  oco-2  from  Van- 
denberg  Air  Force  Base  in  California  to  a 
parking  orbit  190km  above  Earth  on  July 
2nd  would  have  been  too  long  for  most 
people  (even  Tibetans-see  next  story)  to 
hold  their  breath.  But  you  could  not  have 
blamed  the  team  of  scientists  and  engi¬ 
neers  that  built  the  satellite  for  wanting  to. 
Five  years  ago  they  watched  as  the  original 
oco-the  Orbiting  Carbon  Observatory, 
designed  to  map  the  concentration  of  at¬ 
mospheric  carbon  dioxide  around  the 
world  and  its  change  over  time-lifted  off 
from  the  same  place,  only  to  end  up  sunk 
in  the  sea  off  Antarctica  after  the  rocket  car¬ 
rying  it  failed. 

Thanks  to  money  made  available  by 
America’s  fiscal  stimulus,  oco  is  a  rare  ex¬ 
ample  of  a  lost  mission  that  got  a  second 
chance.  A  near-identical  version— a  carbon 
copy,  you  might  say- was  rushed  into  pro¬ 
duction.  After  a  second  atmospheric-re¬ 
search  satellite  was  lost  because  of  another 
problem  with  the  make  of  rocket  that  had 
served  oco  so  poorly,  though,  the  replace¬ 
ment  had  to  wait  for  a  few  years  while  a 
more  reliable  alternative  was  procured. 

That  delay  produced  not  just  a  safer 
launch,  but  also  a  better  satellite.  In  2013 
the  devices  (called  reaction  wheels)  used 
to  point  Kepler,  a  space  telescope,  at  its  tar¬ 
get  stars  started  to  fail-devices  on  which 
oco-2,  too,  would  rely.  They  have  been 


modified.  And  oco-2  has  also  become 
even  more  scientifically  promising  in  the 
interim-not  because  of  better  instru¬ 
ments,  but  because  of  a  new  appreciation 
of  what  the  old  instruments  can  do. 

The  sweet  glow  of  success 
The  point  of  mapping  carbon-dioxide  lev¬ 
els  is  to  understand  the  processes  that 
move  the  gas  into  and  out  of  the  atmo- 
sphere-to  identify  what  scientists  call 
sources  and  sinks,  and  to  see  how  they 
vary  over  time.  The  reason  that  only  about 
half  the  carbon  dioxide  which  people 
pump  into  the  air  stays  there  is  that  natural 
sinks  mop  the  rest  up.  Some  is  absorbed  by 
seawater  and  some  by  plants.  Were  it  not 
for  this  beneficence,  the  problems  of  man¬ 
made  climate  change  would  be  much 
more  dire  than  they  are.  Better  understand¬ 
ing  of  the  location  and  capacity  of  the 
sinks-grasslands  and  forests,  temperate 
and  tropical-is  thus  not  just  a  matter  of  sci¬ 
entific  interest  but  of  planetary  prudence. 

Measuring  the  carbon-dioxide  level  in 
the  overlying  atmosphere,  though,  reveals 
only  net  flows-the  amount  sucked  up  mi¬ 
nus  the  amount  emitted.  This  net  flow  is 
sensitive  both  to  how  much  photosynthe¬ 
sis  the  plants  in  a  given  place  are  doing  and 
also  to  how  much  respiration-combining 
carbon  with  oxygen  to  turn  it  back  into  car¬ 
bon  dioxide-is  going  on.  If  such  measure¬ 
ments  were  to  show  an  area  becoming  a 


weaker  sink,  it  would  not  necessarily  be 
possible  to  tell  whether  that  was  because 
the  rate  of  photosynthesis  was  dropping 
or,  rather,  the  rate  of  respiration  (much  of  it 
by  soil  microbes)  was  growing-a  differ¬ 
ence  that  could  matter  a  lot. 

In  the  years  between  oco’s  demise 
and  oco-2’s  launch  it  has  turned  out  that, 
as  well  as  measuring  carbon-dioxide  lev¬ 
els,  the  spacecraft  can  also  measure  photo¬ 
synthesis  directly.  The  molecular  machin¬ 
ery  which  uses  sunlight  to  make 
energy-rich  carbon  compounds  relies  on 
chlorophyll  to  collect  the  sunshine  in  the 
first  place.  The  flow  of  energy  from  the 
chlorophyll  into  the  rest  of  the  machinery 
has  to  be  regulated  carefully,  and  part  cxf 
the  process  of  regulation  is  for  the  plant  to 
emit  surplus  energy  by  letting  the  chloro¬ 
phyll  fluoresce.  Measurements  of  fluores¬ 
cence  made  in  laboratories  provide  a  pow¬ 
erful  way  of  seeing  into  the  leaf  and 
monitoring  its  molecular  behaviour. 

In  the  past  couple  of  years  researchers 
have  found  that  instruments  like  those  on 
oco-2,  designed  to  measure  the  abun¬ 
dance  of  gases  by  detecting  the  wave¬ 
lengths  at  which  they  absorb  infrared  light, 
can  pick  up  some  of  this  fluorescence.  In¬ 
deed  it  is  a  source  of  noise  that  the  people 
making  the  gas  measurements  need  to  un¬ 
derstand  in  order  to  get  their  results.  Data 
from  satellites  with  instruments  similar  to 
oco-2’s  have  recently  made  possible 
broad  assessments  of  where  photo¬ 
synthesis  is  going  on  most  vigordusly 
(America’s  corn  belt,  unsurprisingly).  Ap¬ 
plied  to  the  more  copious  and  specific  data 
from  oco-2,  these  techniques  will  allow 
precise  mapping  of  photosynthesis,  as 
well  as  of  net  carbon  flows.  That  should  al¬ 
low  researchers  to  estimate  the  amount  of 
carbon  being  taken  up  by  plants,  and  thus 
infer  the  rate  of  respiration  in  the  same  ►► 
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►  area.  This  will  greatly  improve  models  of 
how  the  carbon  cycle  works  both  in  speci¬ 
fic  places  and  globally. 

A  satellite  kitted  out  with  instruments 
specially  designed  to  measure  fluores¬ 
cence  would  be  able  to  do  more:  it  could 
give  a  much  better  sense  of  how  efficiently 
plants  are  photosynthesising,  and  provide 
indications  of  what  types  of  stress-a  lack 
of  water  or  nutrients,  say,  or  excessive  tem- 
peratures-were  afflicting  them,  flex  (Flu¬ 
orescence  Explorer)  is  a  European  Space 
Agency  satellite  designed  to  provide  such 
information  at  a  resolution  of  as  little  as 
300  metres-the  size  of  a  big  field.  If  it  is  giv¬ 
en  the  go-ahead  next  year,  it  might  be  in  or¬ 
bit  by  the  early  2020s.  If  researchers  can 
hold  their  breaths  till  then,  they  will  be 
able  to  measure  the  breathing  of  the  whole 
world  as  a  result.  ■ 


Tibetan  genetics 

Life  at  the  top 


The  secret  of  Tibetans’  success  lies  with 
ancestors  who  were  not  quite  human 

RESEARCHERS  have  known  for  a  while 
that  many  people  alive  today  carry 
genes  from  human  species  other  than 
Homo  sapiens- the  result  of  ancient  inter¬ 
breeding  with  Neanderthals  and  Deniso- 
vans.  They  have  even  worked  out  that  this 
admixed  dna  must  often  be  doing  some¬ 
thing  particularly  useful,  because  its  pat¬ 
tern  suggests  natural  selection  is  actively 
retaining  it.  The  specifics,  though,  have  not 
been  clear.  But  in  one  case  they  now  are, 
for  it  is  because  of  these  occasional  Deniso- 


van  ancestors  that  Tibetans  thrive  in  Tibet. 

The  plateau  of  Tibet  is  one  of  the  most 
hostile  places  people  inhabit.  The  air  is 
thin  and  the  weather  cold.  The  locals,  ne¬ 
vertheless,  do  well.  And  Rasmus  Nielsen 
of  the  University  of  California,  Berkeley, 
and  his  colleagues  at  bgi,  a  Chinese  dna- 
sequencing  laboratory,  suggest  in  this 
week’s  Nature  that  one  of  the  genes  which 
lets  them  do  so  is  Denisovan. 

The  Denisovans  are  a  mysterious 
branch  of  Homo.  They  were  identified  in 
2010  by  an  analysis  of  the  dna  of  a  bone 
discovered  in  a  cave  (occupied  in  the  18th 
century  by  a  hermit  called  Denis)  in  the  Al¬ 
tai  Mountains  in  Russia.  This  bone  was 
thought,  when  found,  to  be  either  Nean¬ 
derthal  or  modern  human,  but  the  analy¬ 
sis  showed  it  was  neither.  In  the  wake  of 
that  finding,  a  small  percentage  of  Deniso¬ 
van  dna  has  been  discovered  in  various 
groups  of  people  in  Asia  and  the  Pacific  is¬ 
lands,  Tibetans  among  them. 

The  gene  Dr  Nielsen  has  been  investi¬ 
gating  is  a  version  of  EPAS-L  This  encodes 
part  of  a  protein  called  hypoxia-inducible 
transcription  factor  2-alpha.  Transcription 
factors  activate  other  genes,  and  this  one 
(as  its  name  suggests)  does  so  in  response 
to  low  oxygen  levels.  When  that  happens, 
it  is  responsible  for  stimulating  the  produc¬ 
tion  of  red  blood  cells,  the  growth  of  capil¬ 
laries  and  the  production  of  proteins  in¬ 
volved  in  energy  generation. 

Everybody  has  some  version  of  EPAS-i, 
and  so  everybody  can  acclimatise  to  high 
altitude.  But  such  acclimatisation  comes  at 
a  price:  the  extra  red  cells  make  blood  stick¬ 
ier  and  more  likely  to  clot,  which  increases 
the  risk  of  thrombosis.  Except,  curiously,  in 
Tibetans.  They  are  well  acclimatised  with¬ 
out  having  noticeably  raised  red-cell 
counts.  And  that  effect  has  been  tracked 
down  to  the  particular  version  of  epas-i  in 


their  chromosomes. 

Dr  Nielsen  and  his  team  wanted  to 
study  the  Tibetan  version  more  closely,  so 
they  sequenced  both  it  and  the  area 
around  it  in  detail.  When  they  did  this  they 
discovered  that  the  block  of  dna  it  inhab¬ 
its  is  so  similar  to  its  Denisovan  equivalent 
that  it  must  originally  have  come  from  a 
mating  (maybe  more  than  one)  between  a 
Denisovan  and  Homo  sapiens. 

Moreover,  it  is  pretty  much  only  Tibet¬ 
ans  who  have  this  version  of  the  gene.  Dr 
Nielsen  established  in  2010  that  about  90% 
of  them  do,  compared  with  fewer  than  10% 
of  their  Han  Chinese  neighbours.  He  esti¬ 
mated  that  the  altitude-friendly  version 
became  this  widespread  in  Tibet  in  a  mere 
3,000  years. 

His  latest  study  also  looked  at  other 
groups  with  Denisovan  genes,  and  could 
find  no  trace  at  all  in  them  of  the  Deniso¬ 
van  form  of  epas-l  Probably,  it  is  useless  or 
worse  at  low  altitudes,  so  natural  selection 
has  removed  it.  But,  though  the  Altai 
Mountains  are  not  as  high  as  Tibet,  it  might 
well  have  been  useful  there.  ■ 


Genetics  and  music 

Practice  may  not 
make  perfect 

Musical  ability  is  in  the  DNA 

TO  MASTER  the  violin  takes  10,000 
hours  of  practice.  Put  in  that  time  and 
expertise  will  follow.  This,  at  least,  is  what 
many  music  teachers-following  Malcolm 
Gladwell’s  prescription  for  achieving  ex¬ 
pertise  in  almost  any  field  by  applying  the 
requisite  amount  of  effort — tell  their  pupils. 
Psychologists  are  more  sceptical.  Some 
agree  practice  truly  is  the  thing  that  sepa¬ 
rates  experts  from  novices,  but  others  sus¬ 
pect  genes  play  a  role,  too,  and  that  with¬ 
out  the  right  genetic  make-up  even  20,000 
hours  of  practice  would  be  pointless. 

A  study  just  published  in  Psychological 
Science,  by  Miriam  Mosing  of  the  Karolin- 
ska  Institute,  in  Sweden,  suggests  that  the 
sceptics  are  right.  Practising  music  without 
the  right  genes  to  back  that  practice  up  is  in¬ 
deed  useless. 

Dr  Mosing  drew  her  conclusion  in  a 
time-honoured  way-by  studying  twins. 
She  and  her  colleagues  surveyed  1,211  pairs 
of  identical  twins  (who  share  all  their 
genes)  and  1,358  pairs  of  fraternal  twins 
(who  share  half)  born  between  1959  and 
1985.  They  asked  each  participant  whether 
he  or  she  played  a  musical  instrument  or 
actively  engaged  in  singing.  Those  who  did 
were  asked  to  estimate  how  many  hours  a 
week  they  had  practised  at  different  ages. 
From  this  Dr  Mosing  was  able  to  calculate  a  ►► 


Thanks,  great  great  great  great  great  great  great  great  great  great  great  great  grandad 
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►  score  for  each  individual’s  lifetime  prac¬ 
tice.  Anyone  who  did  not  play  an  instru¬ 
ment  or  sing  got  a  score  of  zero. 

Next,  Dr  Mosing  tested  her  volunteers’ 
musical  abilities.  Doing  this  by  conducting 
recitals  would  be  impossible.  It  would  be 
hard  enough  to  quantify  the  relative  merits 
of  people  playing  the  same  instrument,  let 
alone  to  compare  the  skills  of,  say,  drum¬ 
mers  with  those  of  saxophonists  or  sing¬ 
ers.  Instead,  she  used  three  proxy  tests. 

The  first  measured  a  person’s  ability  to 
detect  differences  in  pitch.  Each  participant 
heard  two  notes.  Sometimes  the  second 
was  different  from  the  first.  Sometimes  it 
was  not.  Participants  had  to  say  whether 
the  second  was  higher  or  lower  than  the 
first,  or  the  same. 

The  next  test,  of  appreciation  of  melo¬ 
dy,  asked  people  to  distinguish  between 
two  sequences  of  four  to  nine  notes,  in 
which  one  sequence  would  sometimes 
differ  from  the  other  in  the  pitch  of  a  single 
note.  The  final  test,  of  sensitivity  to 
rhythm,  required  volunteers  to  decide 
whether  two  sequences  of  five  to  seven 
notes  with  the  same  pitch,  but  possibly  dif¬ 
ferent  time  intervals,  were  indeed  the 
same  or  different. 

Expert  musicians  are  exceptionally 
good  at  detecting  differences  in  pitch,  mel¬ 
ody  and  rhythm  in  these  sorts  of  tests.  Dr 
Mosing  therefore  expected  to  find  that  if 
someone  had  put  in  sufficient  practice 
time  his  musical  ability  would  be  as  high 
as  an  expert’s.  But  that  was  not  true.  In  fact, 
there  appeared  to  be  no  relationship  be¬ 
tween  practice  and  musical  ability  of  the 
sort  she  was  measuring.  A  twin  who  prac¬ 
tised  more  than  his  genetically  identical 
co-twin  did  not  appear  to  have  better  musi¬ 
cal  abilities  as  a  result.  In  one  case  the  dif¬ 
ference  between  two  such  twins  was 
20,228  hours  of  practice,  even  though  the 
pair’s  measured  musical  abilities  were 
found  to  be  the  same. 

That  is  not  to  say  practice  has  no  value. 
Playing  an  instrument  and  singing  are 
physical  skills,  and  do  take  a  long  time  to 
master.  But,  though  the  experiment  could 
not  measure  this  directly,  it  is  a  fair  bet  that 
only  those  with  high  musical  ability  in  the 
first  place  can  ever  hope  to  master  these 
skills-and  Dr  Mosing  has  shown  that  mu¬ 
sical  ability  has  a  big  genetic  component. 

One  other  curious  fact  to  emerge  from 
the  study  was  that  the  practice  of  practice 
itself  seems  to  be  under  genetic  control. 
Even  allowing  for  counter-examples  such 
as  the  identical  twins  with  a  20,000  hour 
difference  in  their  lifetime  practice  re¬ 
gimes,  such  twins  are  more  similar  in  their 
attitudes  to  practising  than  are  fraternal 
ones.  For  children  who  find  practising  the 
violin  a  chore,  this  may  be  the  study’s  most 
useful  result.  When  asked  by  their  teachers 
why  they  have  not  practised  during  the 
previous  week,  they  can  now  blame  their 
genes.  ■ 
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The  Antikythera  mechanism 

Mk-II? 


WOODS  HOLE 

An  expedition  will  set  off  soon  to  lookfor  a  second  ancient  Greek  computer 


MOST  people,  on  finding  a  piece  of  a 
jigsaw  that  did  not  fit,  would  be 
cross.  Not  Michael  Wright,  though.  Until 
ten  years  ago,  when  he  retired,  Mr  Wright 
was  a  curator  at  the  Science  Museum  in 
London,  and  he  is  responsible  for  re¬ 
assembling  the  Antikythera  mechanism, 
a  portable,  clockwork,  hand-cranked 
computer  built  in  the  first  century  bc  that 
could  model  the  then-known  universe, 
predict  eclipses  and  even  remind  users  of 
upcoming  Olympic  games. 

The  mechanism-or,  rather,  82  frag¬ 
ments  of  it-was  found  in  a  shipwreck 
discovered  in  1900  by  sponge  divers  off 
the  coast  of  Antikythera,  an  island  in  the 
Aegean.  The  fragments  were  recovered  in 
dribs  and  drabs  over  the  first  half  of  the 
20th  century,  in  the  course  of  a  series  of 
expeditions  to  the  wreck  that  were  more 
concerned  with  its  cargo  of  marble  and 
bronze  statues,  jewellery,  coins,  ceramics 
and  glassware. 

During  the  1990s  Mr  Wright  worked 
out  that  these  corroded  metal  gears  are 
not,  as  originally  believed,  parts  of  a 
clock  or  astrolabe  used  for  navigation, 
but  are,  rather,  components  of  a  mecha¬ 
nism  that  embodied  the  Hellenistic 
world’s  geocentric  cosmology,  including 
the  epicycles  then  thought  to  explain  the 
retrograde  motion  in  the  sky  of  Mars, 
Jupiter  and  Saturn. 

Or,  rather,  81  of  them  are.  For  one, 


fragment  d  (the  top  right-hand  object  on 
the  white  display  board  towards  the 
right-hand  edge  of  the  picture),  does  not 
fit.  Moreover,  its  workmanship  seems 
different  from  that  of  the  others,  and  it 
appears  to  be  made  of  a  different  alloy. 

Mr  Wright  therefore  wonders  if  there 
was  a  second  mechanism  on  board,  of 
which  fragment  d  is  part.  Since,  at  the 
moment,  the  Antikythera  mechanism  is 
unique,  that  is  an  exciting  thought.  It 
cannot  be  true  that  such  a  device  is  a 
one-off.  The  craftsmanship  speaks  of  a 
significant  industry.  But  what  range  of 
products  that  industry  made  is  un¬ 
known. 

In  September,  the  answer  may  be 
revealed.  The  Greek  Department  of  Un¬ 
derwater  Antiquities  and  the  Woods 
Hole  Oceanographic  Institute,  in  Mas¬ 
sachusetts,  are  collaborating  to  mount 
the  first  in  a  series  of  new  excavations  of 
the  wreck  using  a  special  diving  suit 
called  the  Exosuit  that  enables  its  wearer 
to  remain  on  the  seabed  for  hours  with¬ 
out  having  to  worry  about  decompres¬ 
sion  sickness,  better  known  as  the  bends. 

Searching  for  the  mechanism  Mk-II  is 
not  the  expedition’s  only  goal.  But  if  it 
does  find  a  new  cache  of  cogs,  it  will 
shine  further  light  on  Greek  technology, 
and  serve  as  a  reminder  of  just  how  little 
the  modern  world  really  knows  of  the 
ancient  one. 
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New  fiction 

Remembrance 


Love  and  war,  none  of  it  fair 

ARCH  FLANAGAN  was  an  Australian 
xVsoldier  captured  in  Java  by  the  Japa¬ 
nese  during  the  second  world  war.  He 
became  one  of  “Dunlop’s  Thousand”,  a 
near-mythical  group  of  prisoners  led  by 
Lieutenant-Colonel  Edward  “Weary”  Dun¬ 
lop,  who  were  sent  to  build  the  “Death 
Railway”  between  Thailand  and  Burma. 

Those  who  survived  lived  through 
cholera,  the  hell  ships  that  transported  the 
survivors  to  Japan  towards  the  end  of  the 
war,  and  months  of  service  as  slave  labour¬ 
ers  in  the  coal  mines  under  the  Inland  Sea, 
south  of  Hiroshima.  “For  good  reason,” 
writes  Arch’s  son,  Richard  Flanagan,  in  his 
new  novel,  “The  Narrow  Road  to  the  Deep 
North”,  the  captives  referred  to  that  “slow 
descent  into  madness”  with  two  words: 
the  Line.  Forever  after,  there  were  only  two 
kinds  of  men,  the  men  who  served  on  the 
Line  and  the  rest  of  humanity. 

Considered  by  many  to  be  the  finest 
Australian  novelist  of  his  generation,  Mr 
Flanagan  first  came  to  international  notice 
in  2001  with  “Gould’s  Book  of  Fish”.  Now 
regarded  as  a  classic  in  prison  literature,  it  is 
reminiscent  of  Henri  Charriere’s  “Papil- 
lon”  or  the  Gulag  writings  of  Alexander 
Solzhenitsyn.  Mr  Flanagan  completed  sev¬ 
eral  novels  before  he  felt  ready  to  turn  to 
this,  the  story  of  how  his  father  helped  his 
men  survive  the  starvation,  disease,  crotch 
lice  and  beatings  that  were  part  of  daily  life 


The  Narrow  Road  to  the  Deep  North.  By 

Richard  Flanagan.  Chatto  &  Windus;  448 
pages;  £16.99.  To  be  published  in  America 
next  month  by  Knopf;  $26.95 

on  the  Line.  He  rewrote  the  whole  book 
five  times  before  he  was  satisfied. 

On  the  surface,  “The  Narrow  Road  to 
the  Deep  North”  can  be  read  as  an  old- 
fashioned  will-they,  won’t-they  romance. 
On  the  eve  of  his  conscription,  a  young 
soldier,  Dorrigo  Evans,  drives  out  to  the 
ocean  and  gives  in  to  a  long-standing 
ardour,  a  passionate  love  affair  with  his 
uncle’s  much  younger  wife.  Memories  of 
their  few  hours  together  sustain  him 
through  his  imprisonment,  until,  after  a 
year  of  hearing  nothing  from  his  family,  he 
receives  a  letter  that  will  change  his  life. 
The  plot  helps  make  the  book  a  page- 
turner.  But  there  is  much  more  than  that. 

The  title  is  a  clue.  “The  Narrow  Road  to 
the  Deep  North”  is  the  English  name  for 
“Oku  no  Hosomichi”,  a  prose-and-verse 
epic  by  an  18th-century  Japanese  poet, 
Matsuo  Basho,  about  a  dangerous  and 
lonely  journey  on  foot  into  the  heart  of 
Edo-period  Japan.  Most  Japanese  can  re¬ 
cite  one  line:  “Every  day  is  a  journey,  and 
the  j  ourney  itself  is  home.” 

“Oku  no  Hosomichi”  has  been  de¬ 
scribed  by  one  poet  as  so  important  that  it 


is  “as  if  the  very  soul  of  Japan  had  itself 
written  it”.  It  is  one  of  the  most  revered 
texts  in  Japanese  literature,  as  emblematic 
of  Japanese  wisdom  as  the  savagery  meted 
out  to  the  prisoners  on  the  Line  was  charac¬ 
teristic  of  a  particularly  Japanese  cruelty. 
The  fanatical  dedication  to  the  emperor, 
the  willingness  to  subsume  personal  ego 
for  the  greater  good  of  society;  few  cultures 
have  subscribed  to  those  beliefs  as  strong¬ 
ly  as  that  of  mid-20th-century  Japan.  And 
yet  Mr  Flanagan  strives  to  show  just  how 
both  the  Japanese  and  their  captives 
survived  the  war-and  were  changed  by 
the  experience. 

Despite  the  book’s  setting,  Mr  Flanagan 
has  been  careful  not  to  conjure  up  the  spirit 
of  “Bridge  on  the  River  Kwai”.  Not  for  him 
the  jaunty  moustache  of  David  Niven  as  he 
whistles  “Colonel  Bogey”,  a  goody  to  the 
core.  Mr  Flanagan’s  Japanese  camp 
commander  is  a  tyrant  and  a  drug  addict. 
But  he  is  also  a  patriot,  a  loving  father  and, 
ultimately,  a  survivor.  Mr  Flanagan’s  Aus¬ 
tralian  soldier-hero  marshals  his  men, 
giving  away  small  caches  of  his  own  food. 
Even  so,  he  emerges  from  the  Line  a 
burned-out  husk  of  a  man,  unwilling  to 
share  and  unable  to  love. 

Ajourney  of  loss  and  discovery,  this  is  a 
novel  replete  with  scenes  that  stay  with 
the  reader  long  after  the  final  page.  In  clear 
prose  that  is  never  sentimental  or  over¬ 
written,  Mr  Flanagan  explores  human  re¬ 
actions,  large  and  small.  How  tiny  kind¬ 
nesses  matter  a  lot  in  survival,  and  how 
forgetting,  ignoring  or  simply  dissembling 
helps  people  get  over  the  effects  of  war, 
whether  victor  or  vanquished. 

“The  Narrow  Road  to  the  Deep  North” 
was  the  book  Mr  Flanagan  was  born  to 
write.  His  father,  who  inspired  it,  died  the 
day  he  wrote  the  last  page.  ■ 
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Football  in  Latin  America 

Jogo  complicado 


Golazo!  The  Beautiful  Game  from  the 
Aztecs  to  the  World  Cup:  The  Complete 
History  of  How  Soccer  Shaped  Latin 
America.  By  Andreas  Campomar.  Riverhead; 
496  pages;  $16.  Quercus;  £20 

THERE  has  been  perhaps  no  better  full¬ 
back  in  the  history  of  football  than  Do¬ 
mingos  da  Guia  (pictured).  The  strong  and 
elegant  defender,  known  as  the  “Fortress”, 
guarded  Brazil’s  flank  in  the  1930s  and 
1940s.  Yet  as  a  boy  he  was  afraid  to  play 
until  his  brother  prodded  him:  “Aren’t  you 
any  good  at  dancing?”  Domingos  was  and 
he  brought  his  samba  skills  to  the  pitch, 
swinging  his  hips  and  evading  opponents, 
a  precursor  to  the  joga  bonito  (“play  beauti¬ 
fully”)  style  of  recent  Brazilian  stars. 

Domingos  developed  other  evasive 
manoeuvres  too.  He  kept  his  curly  hair  un¬ 
der  a  cap  and  then  took  to  straightening  it 
in  order  to  look  less  black.  The  Fortress 
hoped  to  avoid  the  appalling  racial  abuse 
and  discrimination  suffered  by  his  darker- 
skinned  teammates.  At  that  time  blacks 
were  often  passed  over  by  Latin  American 
national  teams.  Officials,  generally  of 
European  ancestry,  were  embarrassed  by 
the  image  they  might  convey  abroad. 

The  history  of  the  beautiful  game  in  Lat¬ 
in  America  can  be  quite  ugly:  ethnic  divi¬ 
sions  within  countries  and  bitter  rivalries 
between  them  played  out  on  the  pitch. 
Political  turmoil  came  to  be  reflected  in  the 
game;  violence  was  common.  But  football 
also  imbued  the  region  with  a  sense  of 
pride  and  self-belief.  The  success  of  Latin 
America’s  players  stands  in  contrast  to  the 
failures  of  its  political  leaders.  Their  fluid 
style  of  play  is  known  round  the  world, 
giving  the  region  a  positive  identity. 

Andreas  Campomar’s  new  book,  “Go¬ 
lazo!”  (from  an  expression  used  to  describe 
an  impressive  goal),  is  a  comprehensive  re¬ 
counting  of  this  history.  The  author  goes 
back  to  the  Aztecs,  who  played  a  ball  game 
called  Ulamaliztli  that  loosely  resembles 
football.  Their  pitches  doubled  as  theatres 
in  which  humans  were  sacrificed;  some 
had  their  hearts  ripped  out.  Today’s  foot¬ 
ball  fans  can  surely  empathise.  But  the  real 
history  of  the  game  in  Latin  America  be¬ 
gins  in  the  19th  century  when  British  immi¬ 
grants  began  arriving  in  search  of  fortune. 

These  intrepid  merchants,  who  kicked 
the  ball  around  at  their  clubs,  were  not 
keen  proselytisers  of  football.  But  the  local¬ 
ly  born  upper  classes  were  “always  suscep¬ 
tible  to  European  values  that  could  be 
worn  as  a  badge  of  ascension”,  Mr  Campo¬ 
mar  writes.  It  would  not  take  long  for  them 
to  embrace  the  game  and  develop  their 


The  beautiful  and  the  damned 


own  style  of  play.  Dribbling  took  on  greater 
importance  as  an  “expression  of  criollo 
artistry”,  and  the  cult  of  the  individual 
replaced  the  team  ethic.  By  the  time  Uru¬ 
guay  won  Olympic  gold  medals  in  both 
1924  and  1928,  the  Latin  American  game 
had  developed  its  own  assertive  character. 

The  region  would  go  on  to  produce 
world-class  talents  like  Pele  of  Brazil  and 
Diego  Maradona  of  Argentina,  who  exem¬ 
plified  this  unique  style  and  whose  perso¬ 
nal  antagonism  reflected  their  rivalry,  al¬ 
though  they  never  once  faced  each  other 
on  the  pitch.  Latin  America  has  been  quite 
successful,  winning  nine  of  19  World  Cups, 
though  “Golazo!”  is  less  a  celebration  of 
this  beautiful  play  and  more  a  chronicle  of 
how  sport,  politics  and  culture  have  inter¬ 
sected  and  influenced  each  other  across 
the  region. 

Take  Mr  Maradona,  whose  “more 
objectionable  traits,  which  came  in  the 
guise  of  those  twins,  hubris  and  self-pity, 
were  a  reflection  of  Argentina”,  says  Mr 
Campomar.  Had  he  been  able  to  lead 
Argentina  (the  defending  champion)  to  a 
World  Cup  victory  in  1982,  the  country’s 
military  dictatorship  might  have  held  on  a 
little  longer-“the  euphoria  that  came  with 
victory  [in  1978]  anaesthetised  the  popula¬ 
tion.”  The  generals’  disastrous  war  with 
Britain  over  the  Falkland  Islands  was  fol¬ 
lowed  by  the  regime’s  collapse,  and  helped 
define  Mr  Maradona’s  greatest  achieve¬ 
ment:  winning  the  World  Cup  in  1986 
while  tormenting  the  English  team. 

Mr  Campomar’s  dense  history  can  be 
tedious  at  times,  even  to  fans  of  the  game. 
But  it  is  useful  to  have  all  of  this  informa¬ 
tion  in  one  place,  especially  as  Latin  Amer¬ 
ican  squads  excel  at  this  year’s  World  Cup 
in  Brazil.  Should  a  regional  team  triumph 
in  the  Maracana  stadium  on  July  13th, 
“Golazo!”  will  provide  a  deeper  sense  of 
what  all  the  excitement  is  about.  ■ 
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Human  evolution 

Shaped  by  water 


The  Improbable  Primate:  How  Water  Shaped 
Human  Evolution.  By  Clive  Finlayson.  Oxford 
University  Press;  202  pages;  $27.95  and 
£16.99 

ACCORDING  to  the  standard  treatment 
/A-in  evolutionary  biology,  about  1.8m 
years  ago  man’s  brain  became  larger,  his 
gut  became  smaller  and  he  started  walking 
upright.  No  ape  had  done  that  before.  It 
was  an  important  milestone  in  the  story  of 
human  evolution. 

The  ancestor  in  question,  Homo  erectus, 
could  use  simple  tools  and  hunt.  His  diet 
was  more  meat-based  than  plant-based. 
Meat  has  more  calories  than  food  derived 
from  plants.  Humans  had  transformed 
themselves  from  tree-climbing  apes  that 
needed  to  spend  a  lot  of  time  searching  for 
food  to  upright,  meat-consuming  hunters 
that  could  roam  large  distances.  So  success¬ 
ful  was  this  transformation,  evolutionarily 
speaking,  that  in  due  course  the  descen¬ 
dants  of  Homo  erectus,  modern-day  Homo 
sapiens,  had  no  problems  colonising  the 
far  reaches  of  the  globe. 

A  few  years  ago  Richard  Wrangham,  a 
British  primatologist  at  Harvard  Universi¬ 
ty,  challenged  this  accepted  wisdom  by  ar¬ 
guing  that  learning  to  cook  had  made  apes 
human.  People  cannot  easily  digest  raw 
meat,  he  said.  Cooking  food  increases  its 
nutritional  value.  Mr  Wrangham  showed 
that  Homo  erectus  learned  to  cook  with  fire 
about  1.8m  years  ago.  This  development 
conferred  evolutionary  benefits  that 
ultimately  led  to  the  dominance  of  Homo 
sapiens  today. 

In  a  new  book,  Clive  Finlayson,  a  zool¬ 
ogist  and  palaeontologist,  who  is  the  direc¬ 
tor  of  the  Gibraltar  Museum,  offers  anoth¬ 
er  view  of  7m  years  of  human  evolution. 
Instead  of  food,  he  focuses  on  water, 
advancing  the  theory  that  the  spread  of 
Homo  sapiens  across  the  globe  was  driven 
largely  by  changes  in  climate  and  access  to 
fresh  water.  Man’s  early  ancestors  made 
the  move  from  the  tropical  rainforest  to 
open  spaces  tentatively  at  first,  then  with 
increasing  boldness.  These  creatures 
stayed  close  to  the  forest  and  lived  at  the 
edges  of  lakes  and  rivers,  returning  to  trees 
for  shelter.  Gradually  they  extended  their 
range,  taking  refuge  in  caves  when  they 
could  not  find  trees. 

Meanwhile  Earth’s  climate  was  chang¬ 
ing.  In  the  Middle  Pleistocene  era,  which 
started  about  800,000  years  ago,  there 
were  repeated  warm  and  cold  cycles,  pro¬ 
ducing  severe  droughts  and  ice  ages.  Lush 
rainforests  gave  way  to  steppes  and  savan¬ 
nah,  sometimes  even  deserts.  Arid  times  ►► 
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►  drove  man’s  ancestors  farther  afield  in 
search  of  water  sources.  Evolutionary  pres¬ 
sures  at  such  times  of  stress  resulted  in  peo¬ 
ple  developing  longer  limbs,  losing  weight 
and  becoming  more  agile.  (Those  humans 
who  were  taller,  lighter  and  faster  covered 
more  ground  and  had  a  better  chance  of 
finding  food  and  water.)  As  Mr  Finlayson 
puts  it,  “Homo  sapiens  was  an  evolution¬ 
ary  response  to  the  scattered  distribution 
of  water  in  space  and  time. .  .Improved  ter¬ 
restrial  mobility  was  a  response,  first  and 
foremost,  to  the  need  to  quickly  locate 
water  sources  in  a  drying  world.” 

Mr  Finlayson  disputes  the  belief  that 
humans  migrated  along  the  coasts  as  they 
spread  across  the  world.  Modern  man’s 
ancestors,  he  says,  were  “rain  chasers”, 
who  moved  north  in  the  northern  hemi- 


The  early  thinking  of  Edmund  Burke 

Freedom  fighter 


An  ideal  political  role  model 

EDMUND  BURKE,  who  died  in  1797,  is 
best  known  for  his  late  writings  on  the 
French  revolution.  The  18th-century  mem¬ 
ber  of  Parliament,  who  was  a  Whig,  was 
one  of  the  first  to  decry  the  revolt  as  the 
dangerous  work  of  a  swinish  multitude.  In 
a  polemic  that  has  echoes  in  the  present 
day,  he  concludes:  “The  age  of  chivalry  is 
gone.  That  of  sophisters,  economists  and 
calculators  has  succeeded;  and  the  glory  of 
Europe  is  extinguished  forever.” 

Thomas  Paine’s  “Rights  of  Man”,  which 
was  published  in  1791,  is  a  direct  riposte  to 
Burke;  indeed,  Paine’s  tract  is  subtitled, 
“Being  An  Answer  to  Mr  Burke’s  Attack  on 
the  French  Revolution”.  In  what  was  to  be¬ 
come  one  of  the  definitive  treatises  of  the 
Enlightenment,  Paine  argues  that  rebellion 
and  civic  disobedience  are  permissible  if  a 
government  violates  its  citizens’  rights.  His 
arguments  influenced  and  inspired  Trot¬ 
sky,  Gandhi,  Fidel  Castro  and,  of  course, 
Nelson  Mandela. 

Burke  is  therefore  remembered  (a  little 
unfairly)  for  a  belief  in  order  over  freedom, 
in  tradition  over  revolution.  Jesse  Norman, 
a  Tory  mp  and  recent  biographer  of  Burke, 
calls  him  the  father  of  conservatism.  So  a 
reappraisal  of  his  early  works  is  welcome. 
David  Bromwich,  a  professor  at  Yale 
University,  has  written  a  history  of  Burke’s 
thought  until  American  independence;  a 
more  liberal  Burke  emerges  from  this  book. 

Although  wary  of  the  tumult  that 
“extreme  liberty”  could  cause,  early  on 
Burke  campaigned  for  liberty.  He  spoke  out 
against  the  increasingly  tyrannical  rule  of 
George  III  in  favour  of  John  Wilkes,  a  radi¬ 
cal  publisher  and  libertine.  Wilkes  was  not 


sphere  when  the  climate  warmed,  and 
then  across  temperate  zones.  When 
temperatures  dropped,  they  moved 
towards  the  equator. 

Among  the  book’s  most  interesting  ex¬ 
amples  is  how  the  Mardu  people  adapted 
to  the  Great  Western  Desert  of  Australia. 
Water  was  all-important  to  the  Mardu. 
They  would  move  to  find  rain,  which  they 
were  able  to  detect  across  vast  distances  us¬ 
ing  visual  cues.  Once  it  rained,  they  would 
first  collect  rainwater  from  clay  pans  and 
pools  in  the  desert,  moving  to  permanent 
water  sources  only  when  these  ephemeral 
pools  evaporated.  It  is  a  tale  of  smart  water 
husbandry-and  one  that  people  would 
do  well  to  heed  today.  Did  water  make 
people  human?  Mr  Finlayson  certainly 
makes  a  convincing  case.  ■ 


The  Intellectual  Life  of  Edmund  Burke: 
From  the  Sublime  and  Beautiful  to 
American  Independence.  By  David 
Bromwich.  Harvard  University  Press;  500 
pages;  $39.95 

an  easy  man  to  support.  He  repeatedly 
libelled  the  king,  inflamed  the  passions  of 
the  London  mob  and  was,  at  the  same 
time,  a  notorious  lecher.  He  was  damned 
even  by  libertine  Samuel  Johnson  and 
liberty-loving  William  Pitt. 

But  Burke  coolly  defended  him  on  the 


principle  that  the  king  had  abused  his 
power.  The  government  had  issued  arbi¬ 
trary  warrants  for  Wilkes’s  publications, 
censored  him,  arrested  him,  forced  him  to 
flee  the  country,  and  denied  him  permis¬ 
sion  to  take  his  seat  in  the  House  of  Com¬ 
mons.  Wilkes  was  sent  to  trial  and  jailed 
for  libel.  Burke  was  indignant  at  mps  who 
voted  to  bar  Wilkes  from  Parliament.  The 
first  duty  of  mps,  he  wrote,  was  “to  refuse 
to  support  government  until  power  was  in 
the  hands  of  persons  who  were  acceptable 
to  the  people”. 

Mr  Bromwich  rightly  identifies  the  orig¬ 
inality  of  “Thoughts  on  the  Cause  of  the 
Present  Discontents”,  a  tract  Burke  pens  in 
the  midst  of  the  Wilkes  crisis.  It  is  one  of  the 
first  defences  of  party  politics  at  a  time 
when  the  party  machine  did  not  quite 
exist.  The  Whig  party  was  closer  to  a  hotch¬ 
potch  of  self-interested  and  discordant 
mps.  Parliamentarians  thirsty  for  govern¬ 
ment  cash  supported  whichever  adminis¬ 
tration  was  in  charge.  George  III  created  a 
roll  of  well-paid  (but  trivial)  ministerial 
jobs  to  win  them  over.  Burke  urged 
stalwart  politicians  to  form  a  corps,  or  a 
party,  in  defiance  of  such  power. 

Burke  continued  to  fight  for  liberty  later 
on  in  life.  He  backed  Americans  in  their 
campaign  for  freedom  from  British 
taxation.  He  supported  Catholic  freedoms 
and  freer  trade  with  Ireland,  in  spite  of  his 
constituents’  ire.  He  wanted  more  liberal 
laws  on  the  punishment  of  debtors.  He 
even  pushed  to  curb  the  slave  trade  in  1780, 
a  quarter  of  a  century  before  it  was  abol¬ 
ished.  “The  most  shameful  trade  that  ever 
the  hardened  heart  of  man  could  bear”,  he 
called  it  in  a  speech  to  the  House  of  Com¬ 
mons  in  1789.  At  a  time  of  mass  political 
rebellion  and  a  flurry  of  pharisaic  inde¬ 
pendent  mps,  Edmund  Burke  seems  an  ide¬ 
al  role  model:  a  backbencher  for  all  ages.  ■ 
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Business  books  quarterly 


Management 

Ideas,  small  but  perfectly  formed 


Lessons  from  the  real  world 

THE  most  irritating  thing  about  manage¬ 
ment  writers,  even  more  irritating  than 
their  addiction  to  jargon,  is  their  penchant 
for  recycling  examples.  They  habitually 
illustrate  the  importance  of  good  service 
with  a  reference  to  Southwest  Airlines  and 
its  (over)  friendly  staff,  or  the  virtues  of 
ethical  crisis-management  with  Johnson  & 
Johnson  and  its  blanket  recall  of  Tylenol. 
The  surge  of  interest  in  emerging  markets 
in  the  early  2000s  expanded  the  litany  of 
examples  a  little.  But  even  these  soon 
became  formulaic.  Management  writers 
continued  to  sing  the  praises  of  the  Nano, 
Tata  Motors’  exercise  in  frugal  innovation, 
long  after  Indian  consumers  had  decided 
to  return  the  keys. 

A  few  years  ago  three  business-school 
professors-Michael  Mazzeo  of  N  orthwest- 
ern  University’s  Kellogg  School  of  Manage¬ 
ment,  Paul  Oyer  of  Stanford  University’s 
Graduate  School  of  Business  and  Scott 
Schaefer  of  the  University  of  Utah’s  David 
Eccles  School  of  Business-decided  to  ex¬ 
plore  the  back  roads  of  the  United  States  in 
search  of  “real  world”  American  business. 
Seven  road  trips  took  them  to  every  corner 
of  the  country.  They  visited  small  towns 
such  as  Hickory,  North  Carolina;  Pensa¬ 
cola,  Florida;  Council  Bluffs,  Iowa;  and 
Liberal,  Kansas,  in  search  of  examples  of 
such  business-school  favourites  as  barriers 


Roadside  MBA:  Back  Road  Lessons  for 
Entrepreneurs,  Executives  and  Small 
Business  Owners.  By  Michael  Mazzeo, 

Paul  Oyer  and  Scott  Schaefer.  Grand 
Central  Publishing;  304  pages;  $27. 
Macmillan;  £12.99 

to  entry,  product  differentiation,  incentives 
and  delegation. 

They  studied  small-town  law  firms  and 
dentists’  offices,  talked  to  businesspeople 
who  specialise  in  manufacturing  wind¬ 
socks,  collared  entrepreneurs  who  had 
built  huge  amusement  parks  out  of 
nothing.  Along  the  way,  they  acquainted 
themselves  with  a  host  of  horrific  pieces  of 
Americana,  from  a  flamingo-themed  hotel 
in  Idaho  to  peanut-butter  burgers  in  Missis¬ 
sippi  and  standard-issue  cheap  motels 
pretty  much  everywhere.  The  authors 
quip  that  they  themselves  have  the  perfect 
barrier  to  entry  for  any  potential  imitators 
in  the  fact  that  nobody  else  in  their  profes¬ 
sion  would  be  willing  to  put  up  with  life  on 
the  American  back  road. 

“Roadside  mba”  can  be  irritating  in  its 
own  idiosyncratic  way.  The  authors,  who 
are  all  professional  economists  as  well  as 
business-school  professors,  illustrate  the 
one  solid  rule  of  their  profession,  that 
economists  are  never  as  funny  as  they 


think  they  are.  Their  breezy  tone  soon 
becomes  annoying.  Their  attempt  to  turn 
themselves  into  characters  is  tiresome.  But 
the  book  nevertheless  succeeds  admirably 
in  its  main  aim,  providing  fresh  examples 
to  illustrate  the  basic  tenets  of  mba  theory. 
In  doing  so  it  cleverly  addresses  two  differ¬ 
ent  markets:  mba  students  who  want  fresh 
grist  to  their  mills  and  roadside  business- 
people  who  want  an  introduction  to 
management  theory. 

To  produce  a  few  examples  from  many: 
Saint  Joe  Distributing,  a  tobacco-and- 
candy  distributor  in  Saint  Joseph,  Missou¬ 
ri,  chooses  its  operating  hours  in  order  to 
attract  a  specific  sliver  of  the  workforce. 
“We’ve  found  our  best  workers  are  single 
mums  with  a  couple  of  kids  and  a  dead¬ 
beat  ex-husband,”  one  manager  tells  them. 
Braces  by  Burris,  a  dental  practice  in  Jones¬ 
boro,  Arkansas,  runs  a  hub-and-spoke 
system:  a  centralised  office  that  takes  care 
of  all  the  administration  and  a  collection 
of  satellite  locations  which  the  staff  visit, 
sometimes  by  plane,  on  a  rotating  basis. 
Prodew  Inc,  of  Marietta,  Georgia,  has 
invented  an  innovative  “misting  machine” 
that  can  keep  vegetables  from  drying  up 
horribly  in  supermarkets  (“We  call  it  ‘plug 
and  spray’.”) 

These  small  companies  are  constantly 
under  threat  of  being  crushed  by  “big 
boys”  who  can  outcompete  them  on 
everything  from  price  to  choice.  But  they 
have  a  keen  sense  of  their  comparative 
advantage.  They  understand  their  local 
markets:  Preston  McKee,  the  owner  of 
Morris-Baker  funeral  homes  in  Johnson 
City,  Tennessee,  says  that  he  understands 
the  television  habits  of  the  locals,  giving 
him  an  advantage  when  it  comes  to  adver¬ 
tising  (“All  the  homes  around  here  have 
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►  two  La-z-Boy  recliners  directly  across  from 
a  big-screen  tv”).  Small  firms  circulate 
information  better  than  bigger  companies: 
gps  Source,  which  is  based  in  Pueblo,  Col¬ 
orado,  and  specialises  in  boosting  gps  sig¬ 
nals,  can  compete  with  much  larger  com¬ 
panies  because  its  engineers  and  sales¬ 
people  are  constantly  talking  to  each  other. 
They  can  pay  more  attention  to  detail.  Erik 
Prenzler,  the  boss  of  Prenzler  Outdoor 
Advertising,  in  Bloomington,  Illinois, 
knows  all  the  best  local  spots  to  put  bill¬ 
boards— for  example,  where  the  stop  light 
lasts  the  longest-and  he  constantly  drives 
around  the  town  to  make  sure  that  his  ads 
are  properly  illuminated. 

The  picture  that  emerges  from  “Road¬ 
side  mba”  is  a  surprisingly  uplifting  one:  of 
a  country  that  is  still  abuzz  with  enthusi¬ 
asm  for  business.  The  authors  kept  coming 
across  people  who  love  what  they  do.  Tom 
Swenson,  the  founder  of  the  Bank  of 
Montana,  is  so  proud  of  his  profession  that 
he  called  his  second  son  Hamilton  after 
Alexander  Hamilton,  the  founder  of  the 
Federal  Reserve.  They  also  kept  meeting 
people  who  devote  extraordinary  genius 
to  solving  important  problems:  TiLite,  in 
Pasco,  Washington,  makes  high-quality 
wheelchairs  out  of  titanium,  which  is  easy 
to  customise  and  absorbs  vibrations.  For 
all  the  disasters  that  have  emanated  from 
Washington,  dc,  in  recent  years  America’s 
roadside  businesses  are  still  doing  a 
remarkable  job  of  changing  the  world  for 
the  better.  ■ 


Commercial  property 

Build  it  up 


Ground-Breaking:  How  the  Commercial 
Property  Market  Got  off  the  Ground, 
1950-75.  By  Vivian  Linacre.  Linacre 
Communications  Ltd;  169  pages;  £7.98 

COMMERCIAL  property  may  be  one  of 
the  world’s  biggest  asset-classes,  but  it 
is  still  poorly  understood  by  the  public  at 
large.  Stock  and  commodity  prices  and 
bond  yields  are  quoted  in  every  news¬ 
paper;  residential-housing  values  are 
among  the  most  frequent  subjects  of  up¬ 
scale  dinner-table  conversation.  In 
contrast,  even  now  that  the  sum  of  com¬ 
mercial  property  in  Britain  is  worth 
around  40%  of  the  country’s  stockmarket, 
the  business  of  building  and  renting  shops, 
offices,  factories,  warehouses  and  hotels  is 
still  surprisingly  opaque. 

In  “Ground-Breaking”  Vivian  Linacre, 
an  experienced  surveyor  and  developer, 
aims  to  fill  this  gap  with  a  first-person 
account  of  the  evolution  of  the  British 
commercial-property  industry  between 


1950  and  1975.  The  early  part  of  his  story 
evokes  an  era  that  feels  quite  antiquated, 
with  post-war  food  rationing  and  squads 
of  female  stenographers  diligently  typing 
out  letters  that  male  estate  agents  had 
recorded  on  Dictaphones.  Once  Mr  Linacre 
moves  north  to  Scotland,  the  outlines  of 
the  modern  market  quickly  come  into 
focus,  even  though  road  and  rail  access 
was  still  slow.  His  firm  built  the  first  “specu¬ 
lative”  office  and  retail  projects  in  Edin¬ 
burgh,  which  means  they  were  built  with¬ 
out  prior  commitment  from  a  tenant,  and 
the  first  enclosed  mall  and  suburban  office 
development  in  Scotland. 

“Ground-Breaking”  provides  copious 
detail  on  dozens  of  Mr  Linacre’s  buildings. 
Although  the  specifics  of  each  structure 
can  be  hard  to  keep  straight,  some  notable 
patterns  emerge  that  remain  hallmarks  of 
the  industry.  Chief  among  these  is  the 
obstinacy  of  local  planning  boards,  who 
without  thinking  oppose  all  new  develop¬ 
ment  and  whose  inability  to  understand 
property  finance  leads  to  highly  inefficient 
tendering  processes.  Once  permits  are 
granted  and  a  building  goes  up,  the 
councils  of  neighbouring  towns  frequent¬ 
ly  undermine  each  other  by  approving 
unnecessary  projects  that  compete  for  the 
same  tenants. 

But  Mr  Linacre  seems  more  interested 
in  profiling  the  property  tycoons  he 
bumped  elbows  with  and  whingeing 
about  taxes  and  bureaucracy  than  in  offer¬ 
ing  systematic  analysis  of  the  industry’s 
growth  or  teasing  out  the  implications  of 
his  tale  for  the  present  day.  In  the  introduc¬ 
tion,  he  wonders  whether  the  investment 
portfolios  of  insurance  companies  and 
pension  funds  were  essential  to  the  devel¬ 
opment  of  the  modern  market  or  merely  a 
helpful  catalyst;  the  book  never  provides 
an  answer.  The  conclusion  predicts  that 


institutional  property  investors  will  soon 
turn  their  focus  towards  residential  proper¬ 
ty.  But  the  author  neither  explains  why  this 
shift  has  taken  so  long  to  occur  in  Britain 
nor  addresses  the  parallel  market  in  Amer¬ 
ica,  where  Wall  Street  firms  have  gobbled 
up  thousands  of  foreclosed  homes. 

“Ground-Breaking”  is  intended  to  be 
part  memoir  and  part  history.  Unfortu¬ 
nately,  the  book  is  rather  too  lopsided 
towards  the  former.  ■ 


Commodity  traders 

Keeping  track 


The  Secret  Club  that  Runs  the  World: 

Inside  the  Fraternity  of  Commodity 
Traders.  By  Kate  Kelly.  Portfolio  Penguin; 

264  pages;  $ 29.95  and  £14.99 

OMMODITY  traders  make  good 
villains.  They  are  rich  because  they 
are  secretive,  well  informed  and  ruthless. 
The  beans,  metals  and  grains  that  they 
trade  affect  every  part  of  modern  life.  Con¬ 
sumers  can  blame  them  for  high  prices, 
farmers  and  miners  for  low  ones.  Politi¬ 
cians  worry  that  they  distort  and  rig  the 
markets  they  operate  in. 

Outsiders  know  surprisingly  little 
about  this  world,  and  Kate  Kelly,  a  reporter 
with  cnbc,  has  done  a  good  job  of  shed¬ 
ding  light  on  some  of  the  personalities 
who  dominate  it.  Her  book,  “The  Secret 
Club  that  Runs  the  World”,  starts  with  a 
“cast  of  characters”  including  the  well 
known-Mick  Davis  of  Xstrata  and  his 
nemesis,  Ivan  Glasenberg  of  Glencore- 
and  others  less  famous,  such  as  Pierre  ►► 


72  Business  books  quarterly 


►  Andurand  of  BlueGold  Capital  Manage¬ 
ment,  who  appears  to  have  been  a  princi¬ 
pal  source  for  the  book.  She  also  portrays 
some  of  the  regulators  who  have  tried  to 
get  to  grips  with  the  traders,  such  as  Gary 
Gensler  of  America’s  Commodity  Futures 
Trading  Commission. 

The  result  is  a  lively  but  ultimately 
unsatisfying  mishmash.  Ms  Kelly  has  a 
sharp  eye  for  detail,  noting  how  commod¬ 
ity  traders  can  seem  pampered:  “Maybe 
they  spend  half  the  summer  in  Provence  or 
Nantucket,  working  remotely  from  a 
Bloomberg  terminal  in  their  home  office 
while  their  kids  are  minded  by  a  live-in 
nanny.”  They  are  full  of  psychological 
quirks,  including  pathological  disorganisa¬ 
tion  in  their  private  lives.  The  reader  learns 
a  lot  about  nerve-racking  trades  and  take¬ 
overs,  but  the  episodes  do  not  create  a  real 
narrative. 

This  failing  is  most  notable  at  the  end  of 
the  book,  which  trails  off  in  a  series  of  in¬ 
conclusive  details.  But  the  book’s  biggest 
weakness  is  that  the  contents  at  no  point 
come  close  to  justifying  the  promise  of  the 
title.  Nor  does  Ms  Kelly  fulfil  the  pledge  of 
the  introduction,  which  says  that  the  com¬ 
modities  bubble  of  the  2000s  is  a  “snap¬ 
shot  of  one  of  the  most  extraordinary 
periods  of  American  finance”. 

Commodity  trading  has  plenty  of  se¬ 
crets,  but  as  a  whole  it  is  not  a  closed  world, 
particularly  now  that  some  of  the  biggest 
participants  are  publicly  traded  compa¬ 
nies.  Traders  are  clannish,  but  they  certain¬ 
ly  are  not  a  club  (they  feud  furiously).  And 
if  they  run  the  world,  the  book  gives  no 
hint  of  how  they  do  so.  Fortunes  are  made, 
but  also  lost.  Partners  fall  out.  Political 
shifts,  such  as  the  rise  of  China,  are  under¬ 
mining  old  models  and  certainties.  Scams 
and  schemes  abound  in  commodity  trad¬ 
ing  but  Ms  Kelly  does  not  even  come  close 
to  proving  that  consumers  or  end-users  are 
systematically  overcharged,  or  producers 
defrauded,  or  that  the  traders  use  their 
political  heft  to  evade  justice. 

The  author’s  grasp  of  events  farther 
afield  is  shaky  too.  The  kaleidoscopic  and 
blurred  picture  she  presents  ignores  the 
role  of  the  European  Union,  which  is  vigor¬ 
ously  policing  the  overlap  between  com¬ 
modity  trading  and  finance.  The  growth  of 
financial  derivatives  (complicated  bets 
about  the  future  movements  of  prices) 
means  that  a  well-placed  trader  can  make  a 
huge  amount  of  money,  almost  invisibly, 
by  shifting  the  price  slightly.  Regulators  are 
right  to  fret  about  that.  Ms  Kelly  pays  little 
attention  to  the  way  in  which  China  is  try¬ 
ing  to  rewrite  the  rules  of  futures  markets, 
insisting  that  contracts  be  based  on  a  physi¬ 
cal  delivery  rather  than  being  merely  bets 
about  price  movements. 

Ms  Kelly’s  talents  as  a  reporter  and  writ¬ 
er  are  well  displayed  in  this  book.  But  read¬ 
ers  wanting  serious  insights  will  feel  she 
has  been  let  down  by  her  editors.  ■ 
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Fairtrade 

Good  thing,  or  bad? 


The  Fair  Trade  Scandal:  Marketing  Poverty 
to  Benefit  the  Rich.  By  Ndongo  Samba 
Sylla.  Translated  by  David  Clement  Leye. 
Ohio  University  Press;  208  pages ;  $32.95. 
Pluto  Press  £17.99 

A  CUP  of  “fair-trade”  coffee  used  to 
.make  mud  taste  good,  and  you  could 
buy  it  only  in  churches  and  charity 
shops.  Today,  it  is  indistinguishable  from 
the  other  fine  coffees  sold  alongside  it  at 
Starbucks  and  other  big  retailers.  The 
same  goes  for  other  fair-trade  goods  such 
as  bananas,  chocolate  and  tea. 

Sales  of  produce  carrying  a  fair-trade 
label  have  soared  in  recent  years,  from  an 
estimated  €83om  ($1.1  billion)  in  2004  to 
€4.9  billion  seven  years  later.  Yet  this  is 
largely  a  marketing  success  that  hides  the 
underlying  failure  of  the  fair-trade  move¬ 
ment,  argues  Ndongo  Samba  Sylla,  a 
Senegalese  development  economist 
working  with  the  left-wing  Rosa  Luxem¬ 
burg  Foundation  of  Germany. 

There  is  a  long  history  of  efforts  to 
distinguish  products  that  have  been 
made  more  ethically  than  others.  In  the 
late  18th  century,  anti-slavery  campaign¬ 
ers  urged  British  consumers  to  boycott 
sugar  from  the  West  Indies  in  favour  of 
supplies  from  India.  Today’s  fair-trade 
movement  took  off  in  the  1960s,  mostly 
in  religious  organisations  that  wanted  to 
show  solidarity  with  the  poor,  whom 
they  saw  as  losers  in  the  global  trading 
system.  According  to  Mr  Sylla,  things 
started  to  go  wrong  in  the  mid-1980s 
when  leaders  of  the  movement  decided 
to  enter  mainstream  consumer  markets 
by  labelling  produce  as  fair  trade  if  it  met 


certain  production  rules.  Among  the 
problems  has  been  a  proliferation  of 
labels  and  organisations  that  make  a 
living  from  certification  and  licensing  use 
of  the  labels.  There  are  over  600  labels  in 
Britain  alone.  This  has  blurred  the  defini¬ 
tion  of  what  qualifies  as  fair  trade. 

Worse,  there  is  little  evidence  that  fair 
trade  has  lifted  many  producers  out  of 
poverty,  not  least  because  most  of  the 
organisations  that  are  certified  tend  to 
come  from  richer,  more  diversified  devel¬ 
oping  countries,  such  as  Mexico  and 
South  Africa,  rather  than  the  poorer  ones 
that  are  mostly  dependent  on  exporting 
one  crop.  And  why  the  focus  on  agricul¬ 
tural  produce,  when  a  booming  fair-trade 
manufacturing  sector  potentially  would 
help  far  more  countries?  Moreover,  most 
of  the  benefit  from  fair-trade  produce 
seems  to  stay  where  it  is  consumed. 
According  to  Mr  Sylla’s  calculations,  for 
each  dollar  paid  by  an  American  con¬ 
sumer  for  a  fair-trade  product,  only  three 
cents  more  are  transferred  to  the  country 
it  came  from  than  for  the  unlabelled 
alternative. 

Mr  Sylla’s  frequent  criticisms  of  neo¬ 
liberalism,  the  existing  trade  system  and 
its  “plutocratic  bias”  (by  which  he  means 
mostly  enriching  wealthy  economies) 
make  his  book  an  arduous  read.  But  even 
if  you  do  not  agree,  it  is  hard  to  dispute 
his  conclusion  that,  so  far,  the  fair-trade 
labelling  movement  has  been  more 
about  easing  consciences  in  rich  coun¬ 
tries  than  making  serious  inroads  into 
poverty  in  the  developing  world.  After 
reading  his  book,  the  next  cup  of  fair¬ 
trade  coffee  will  not  taste  quite  so  good. 
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NEOMA  BUSINESS  SCHOOL  :  merger  of  Rouen  Business  School  and  Reims  Management  School 


How  to  move  forward  in  a  changing  world: 


Vision  Emancipation  Global  thinking 

9  £ 


Emotion  Consideration  Collaboration 


It’s  all  about  leadership! 

Are  you  ready  to  evolve  in  an  ever-changing  world?  At  NEOMA  Business  School,  develop  new  ways  to  manage 
change  making  it  an  opportunity.  Learn  to  adapt  and  meet  the  challenge  when  unexpected  situations 
require  bold  innovation.  Dare  to  see  things  differently,  think  and  act  along  new  lines,  harness  your  talents 
and  energy  and  become  a  dynamic  player  on  the  international  scene.  Break  out  of  conventional  wisdom. 

Empowering  yourself,  empowering  management. 

PROGRAMMES: BACHELORS  •  MASTER  IN  MANAGEMENT-  SPECIALISED  MASTERS  •  MBA  •  EXECUTIVE  EDUCATION 


www.neoma-bs.com 


EMPOWERING  MANAGEMENT 


C  H  A  M  PAG  N  E- A  R  D  E  N  N  E  •  PARIS  •  NORMANDY 


L-.EFMO  4^?%  SSBjSB  Accredited  by 

«  ©  7l2ssr 


NEOMA 

BUSINESS  SCHOOL 
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DEAN 


r  Porto 

Business  School 


Porto  Business  School  aims  to  continue  to  develop  its  image  as  an  international  business  I  Associagao  EGP-U. Porto 

school  and  strives  to  become  a  leading  European  business  school. 


Porto  Business  School  (PBS)  is  part  of  the  University  of  Porto,  the  latgest  Portuguese  university,  ranked  in  2014  by  QS  World  University  Rankings  as  one  of  the  best  350  uni- 
versities  in  the  world.  At  present,  PBS  has  a  broad  portfolio  of  education  and  research  programmes,  which  include  an  international  full-time  MBA,  The  Magellan  MBA  and  an 
Executive  MBA,  as  well  as  a  set  of  one  year  graduate  courses,  different  executive  programmes,  upper  management  seminars,  in-company  training  programmes  and  business 
services.  With  more  than  8,000  m2,  the  new  campus  of  PBS  is  capable  to  host  around  1,000  people,  providing  more  distinctive  and  valuable  working  conditions  to  its  students. 

MISSION  The  PBS'  mission  is  to  improve  the  quality  of  management  and  promote  organizations,  through  post-graduation,  advanced  training  (for  executives),  research  and 
consultancy,  acting  as  a  catalyst  to  economic  and  social  transformation,  PBS  intends  to  develop  knowledge  and  competences  to  support  leaders  and  companies  competitive¬ 
ness  in  global  markets. 

VISION  PBS  aims  to  continue  to  maintain  national  leadership  In  executive  management  training  and  to  ascend  to  the  European  Business  Schools’  Top  20  In  three  years,  placing 
corporate  and  academic  world  side-by-side  in  and  on-going  learning  process  and  mutual  improvement. 


THE  POSITION 

The  Dean  of  PBS  is  the  Chief  Executive  of  the  school,  who  reports  directly  to  the 
Board  of  Directors  and  is  responsible  for  the  operational  management  and  in¬ 
stitutional  representativeness  of  the  PBS,  enhancing  its  international  standing. 
The  specific  challenges  of  this  position  include:  ensuring  significant  business 
growth  over  the  next  3  to  5  years;  positioning  the  PBS  as  a  leading  European 
Business  School;  guaranteeing  the  best  balance  between  research,  innovation 
and  teaching;  developing  a  global  positioning  as  a  high-quality  provider  of  ex¬ 
ecutive  education  and  MBA  programmes  in  Europe;  achieving  strong  growth  in 
external  funds  for  education  and  research;  and  extending  school’s  global  reach 
and  reputation. 


THE  PROFILE 

The  ideal  candidate  for  this  position  is  an  individual  with  a  proven  track  record 
in  managing  either  an  academic  Institution  of  the  highest  quality  or  a  best-in¬ 
class  company.  The  individual  sought  should  be  an  acknowledge  leader,  capable 
of  designing  and  implementing  a  focused  strategy  for  the  school.  With  a  strong 
academic  background,  the  ideal  candidate  must  have  the  capacity  to  position 
PBS  internationally,  attracting  outstanding  professionals  and  building  corporate 
partnerships.  With  strong  management  abilities,  ideally  acquired  in  a  multi-cul¬ 
tural  environment;  the  candidate  should  have  at  least  a  Master  degree,  prefer¬ 
ably  complemented  with  a  PhD.  This  position  will  be  based  in  the  City  of  Porto, 
which  its  historical  center  was  awarded  by  UNESCO  a  world  heritage  site. 


To  apply,  please  send  a  detailed  CV  and  motivation  letter  to  lisbon@iegonzehnder.com  with  the  reference  “Dean  -  PBS".  Applications  must  arrive  within  15  days  from  this 
publication.  If  you  have  not  heard  back  from  us  within  3  weeks  you  should  assume  your  initial  application  has  been  unsuccessful. 


To  find  out  more  about  Porto  Business  School,  go  to  http://www.pbs.up.pt 
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VACANCY  ANNOUNCEMENTS 
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IACA 


INTERNATIONAL 

ANTI-CORRUPTION 

ACADEMY 


e 


IACA  is  on  intergovernmental  organization,  originally  a  joint  initiative  by  the  United  Nations,  the 
Republic  of  Austria,  the  European  Anti-Fraud  Office  (OLAF),  and  other  stakeholders.  It  is  the  first 
global  institution  of  its  kind,  dedicated  to  overcoming  shortcomings  in  knowledge  and  practice  and 
empowering  professionals  in  the  fields  of  anti-corruption  and  compliance.  To  date,  IACA  has  55 
Parties  and  53  Signatories,  and  cooperates  with  a  high  number  of  international  bodies  and  academic 
institutions. 


Being  a  young  international  organization,  we  are  in  a  phase  of  building  up  our  services  and  capacities. 
Our  operational  framework  is  constantly  evolving  to  suit  our  growing  needs  and  responsibilities. 

IACA  is  seeking  highly  qualified  professionals  with  a  strong  commitment  to  the  tore  values  of  the 
organization  who  wish  to  join  our  dynamic  working  environment. 

•  Choir  (professorship)  for  Collective  Action,  Compliance,  ond  (private  sector)  Anti-Corruption 

•  Postdoctoral  Research  Assistants  for  Collective  Action,  Compliance  and  (private  sector)  Anti- 
Corruption 

•  Post-Graduate  Research  Assistants  for  Collective  Action,  Compliance,  and  (private  sector)  Anti- 
Corruption 

•  Academic  Course  Directors 

•  Legal  Advisors 

•  External  Relations  and  Protocol  Officers 

•  Project  Coordinators  for  Programmes  ond  Activities 

•  Project  Officers  for  Programmes  ond  Activities 

•  Senior  Coordinator  for  Advocacy  ond  Communication 

•  Advocacy  and  Communication  Officers 

•  Graphic  Designer 

•  Administrative  Assistants 

IACA  otters  competitive  international  terms  and  conditions  and  is  committed  to  the  principles  of  equal 
opportunities,  gender  balance,  and  geographical  diversity.  For  details,  application  procedures,  and 
deadlines,  visit  oar  website:  www.incn.int/nboot-us/vnconcies.  Offers  for  secondment  positions  are 
also  listed  there. 
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WjP  Announces  Admission  to  the  9th  Batch  (2015-2016)  of  Lfc2i> 
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PGPEX  is  a  one  year  full  lime  residential  Diploma  programme,  aimed  at  creating  future  business  leaders  who  can  steer 
multlnattonal  end  reputed  domestic  companies.  This  programme  is  designed  for  those  who  are  ambitious,  energetic  and 
capable  of  facing  challenges.  Some  of  the  salient  features  of  this  programme  indude  interaction  with  senior  business  leaders 
and  top  management  of  various  companies,  a  two  week  international  immersion  programme  in  a  cross-cultural  setting  and 
courses  taught  by  renowned  members  of  Faculty  from  IIM  Calcutta  and  some  dMngulshed  overseas  Faculty.  • 

ELIGIBILITY  CRITERIA:  Executives  with  graduate  degree  (minimum  10+2+3  years  of  formal  education)  in  any  discipline 
(or  equivalent  qualification)  •  At  feast  5  years  of  lull  time  professional/  managerial  experience  after  graduaSon  .A  valid  GMAT 
score.  SELECTION  PROCEDURE  ;  Based  on  Academic  Background,  Professional  Experience,  GMAT  Score,  Personal 
Interview,  Statement  of  Purpose  and  Recommendation  letters. 

PGPEX  plain,  an  Interaction  session  with  IIMC  Faculty,  students  and  alumni,  will  be  held  at  select  cities  on  12  July  2014. 

INDIAN  INSTITUTE  OF  MANAGEMENT  CALCUTTA 

Diamond  Harbour  Road,  Joka,  Kolkata-700  104,  Tel;  +91  33  2467  8301-06  (Extn.  201),  Telefax:  +91  33  2467  6629 
•  E-Mail :  pgpex@iimcal.ac.in  •  For  further  details,  visit  our  website :  www.ilmcal.ic.in/pgpex 


Business  &  Personal 


Readers  are  recommended 

to  make  appropriate  enquiries  and  take  appropriate  advice  before  sending  money,  incurring 
any  expense  or  entering  into  a  binding  commitment  in  relation  to  an  advertisement. 

The  Economist  Newspaper  Limited  shall  not  be  liable  to  any  person  for  loss  or  damage 
incurred  or  suffered  as  a  result  of  his/her  accepting  or  offering  to  accept  an  invitation 
contained  in  any  advertisement  published  in  The  Economist. 


OFFSHORE  COMPANIES  &  TRUSTS 


OVER  20  YEARS  EXPERIENCE  •  LICENCED  TRUST  MANAGERS  •  OWNED  BY  UK  LAWYERS 


PERSONAL  &  CORPORATE  TAX  PLANNING 
WEALTH  &  ASSET  PROTECTION 
PRIVATE  &  SECURE  CREDIT  CARDS  ** 


If  +  44  (0)  207  731  2020 
@8  enquiries@scfgroup.com 
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GENERAL  PROCUREMENT  NOTICE 
Republic  of  Uganda 

132  kV  Mirama  -  Kabale  Transmission  Line  Project 
Project  ID  No:  2UG0095 


The  Government  of  the  Republic  of  Uganda  has  applied  for  funding  of  US#  83.35  million  under  Istisna’a 
financing  from  the  Islamic  Development  Bank  (IDB)  to  implement  construction  of  the  132  kV  M lama  - 
Kabale  Transmission  Line  including  installation  of  132/33  kV  substations  and  rural  electrification 
distribution  networks;  and  it  intends  to  apply  par,  of  the  proceeds  towards  payments  for  procurement  of 
works  and  consulting  services  under  this  project.  F 

•nte  broad  objective  of  the  proposed  project  is  to  contribute  towards  improving  the  living  conditions 
of  the  citizens  through  the  provts.on  of  the  basic  electricity  infrastructure.  The  project  shall  contribute 
towards  meeting  the  projected  target  in  the  National  Development  Plan  for  the  sector  of  achieving  100% 
nauonal  electricity  access  by  2040.  B 


The  project  will  include  the  following  components: 

A.  Procurement  of  Goods  and  Works 

®  Transmission  component:  detailed  design,  procurement,  installation  and  commissioning  of 
die  Mirama-Kabale  1 32kV  transmission  line(85km),  expansion  of  the  1 32/33  kV  substation  in 
Mirama  and  a  new  132/33kV  -  2x40  MVA  substation  in  Kabale  town; 

(ii)  Distribution  component  comprising  rural  electrification  sub-projects  in: 

•  Western  Uganda  (associated  with  Mirama  -  Kabale  132  kV  Transmission  Line 
Project):-  Medium  Voltage  (33  kV)  lines  (611  km),  low  voltage  reticulations 
(86  km) and  last-mile  connections; 


North-eastern  Uganda  (to  be  supplied  from  the  Opuyo  -  Moroto  132  kV  transmission 
Line  Project):-  Medium  Voltage  (33  kV)  lines  (293km),  low  voltage  reticulations 
(45  km)  and  last-mile  connections. 


B.  Consultancy  Services: 

(i)  Support  to  the  Project  Management  Unit; 

(ii)  Environment  and  Social  Management; 

(iii)  Consultancy  Services  for  Design  Review,  Management  and  Supervision  of  Works; 

(iv)  Financial  Audit. 

Procurement  of  contracts  financed  by  IDB  will  be  conducted  through  procedures  as  specified  in  the 
Guidelines  for  Procurement  of  Goods  and  Works  under  Islamic  Development  Bank  Financing  (May  2009 
edition)  and  is  open  to  all  eligible  bidders  as  defined  in  the  guidelines. 

Consulting  services  will  be  selected  in  accordance  with  the  Guidelines  for  the  Use  of  Consultants  under 
Islamic  Development  Bank  Financing  (May  2009  edition),  and  is  open  to  all  eligible  bidders  as  defined 
in  the  guidelines. 

Specific  procurement  notices  for  contracts  to  be  procured  under  Islamic  Development  Bank’slnternational 
Competitive  Bidding  (ICB)  and  International  Competitive  Bidding  restricted  to  IDB  Member  Country 
firms  (ICB/MC)  procedures  will  be  announced  as  they  become  available. 

Interested  eligible  bidders  who  wish  to  be  included  on  the  mailing  list  to  receive  invitations  to  bid  under 
ICB  and  ICB/MC  procedures  and  interested  consultants  wrho  wish  to  receive  a  copy  of  the  advertisement 
requesting  expressions  of  interest  for  consultancy  contracts  or  those  requiring  additional  information, 
should  contact  the  addresses  below'  and  not  the  Islamic  Development  Bank: 


1.  Uganda  Electricity  Transmission 
Company  Limited  -  (for  Transmission 
Infrastructure) 

Head,  Procurement  Unit 

Plot  10,  Hannington  Road,  Kampala 

UETCL  Headquarters 

P.O.Box  7625  Kampala 

Tel:  +256  414  233433/4/  +256  314  802  000 

Email:  procurement@uetcl.com 

Website:  www.uetcl.com 


2.  Rural  Electrification  Agency  - 
(for  Rural  Electrification 
Infrastructure) 

Head,  Procurement  Unit 
Plot  10  Windsor  Loop,  Kololo 
2nd  Floor,  House  of  Hope 
P.O.  Box  7317  Kampala, 

Tel:  +256  312318100 
Email:  procurement@rea.or.ug 
Website:  www.rea.or.ug 
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IN  THE  HIGH  COURT  OF  JUSTICE 
Claim  No.  2345/2014 


CHANCERY  DIVISION 
COMPANIES  COURT 
IN  THE  MATTER  OF 

J.K.  BUCKENHAM  LIMITED 
(also  traded  as  “Weather  Direct”) 

AND  IN  THE  MATTER  OF  THE  COMPANIES  ACT  2006 

NOTICE  IS  HEREBY  GIVEN  that,  by  an  Order  dated  27  June  2014  made  in  the  above  matters,  the  High  Court  of 
Justice  of  England  and  Wales  (the  Court)  has  sanctioned  the  solvent  xheme  of  arrangement  made  by  the  above 
company  (the  Scheme  Company)  and  its  Scheme  Creditorspursuant  to  Part  26  of  the  Companies  Act  2006  (the 
Act)  which  was  voted  on  and  approved  by  the  Scheme  Creditors  during  the  meeting  held  on  4  June  201 4.  A  copy 
of  ttie  Order  sanctioning  the  Scheme  was  delivered  to  the  Registrar  of  Companies  on  30  June  2014,  and  the 
Scheme  became  effective  on  that  date  (the  Effective  Date). 

Capitalised  terms  in  this  Notice  shall  have  the  meaning  given  to  them  in  the  Scheme. 

A  Broker  Replacement  Request  Form  has  been  sent  to  Scheme  Creditors  for  whom  the  Scheme  Company  has 
contact  details  which  they  do  not  believe  are  incorrect.  Further  copies  of  the  Broker  Replacement  Request  Form 
and  other  documents  can  be  downloaded  from  the  website  at  www.jkb.co.uk  (the  Website).  Alternatively,  hard 
copies  of  all  documents  can  be  obtained,  free  of  charge,  by  contacting  the  Scheme  Company  or  the  Scheme 
Adviser  (as  defined  in  the  Scheme)  in  the  manner  set  out  below. 

Completed  Broker  Replacement  Request  Forms  should  be  returned  as  soon  as  possible,  and  in  any  event  so  that 
they  are  received  by  11.59pm  in  England  on  29  September  2014  by  the  Scheme  Company  marked  for  the 
attention  of  Gemma  Seymour.  Alternatively,  Scheme  Creditors  may  also  send  their  Broker  Replacement  Request 
Forms  by  email  (in  PDF  format)  to  scheme@jkb. co.uk,  so  that  they  are  received  by  1 1 .59  pm  in  England  on  29 
September  201 4  provided  that  they  are  legible.  A  hard  copy  of  any  electronic  mail  must  be  sent  to  the  Scheme 
Company  if  the  Scheme  Company  or  the  Scheme  Adviser  so  requests. 

Please  note  that  failure  to  submit  a  completed  Broker  Replacement  Request  Form  before  1 1 .59  pm  in  England  on 
29  September  201 4  will  mean  that  the  Scheme  Creditor  will  not  be  entitled  to  enter  into  a  Howden  TOBA  pursuant 
to  the  Scheme.  In  any  event,  the  Scheme  Creditor's  related  JKB  TOBA  shall  be  terminated,  the  Scheme  Claim 
shall  be  deemed  to  have  been  satisfied  in  full,  and  the  Scheme  Creditor  shall  have  no  further  rights  against  the 
Scheme  Company  in  respect  of  that  Scheme  Claim. 

Minor  amendments  have  been  made  to  the  Scheme  (detailed  on  the  Website)  to  provide  that  unless  a  Scheme 
Creditor  requests  on  the  Broker  Replacement  Request  Form  that  its  records  be  returned  to  it  or  transferred 
elsewhere,  its  records  will  be  transferred  to  and  held  by  Howden.  Following  this,  should  a  Scheme  Creditor  require 
its  records,  it  will  need  to  request  them  from  Howden.  Copies  of  Howden  s  Document  Retention  Policy  are 
available  upon  request,  . 

Any  Scheme  Creditor  which  is  unclear  about  or  has  any  questions  concerning  the  action  it  is  required  to  take 
should  contact  the  Scheme  Company  or  Scheme  Adviser  in  the  manner  set  out  below. 


DATED  2  July  2014 
Scheme  Company 
J.K.  Buckenham  Limited 
1 6  Eastcheap 
London 
EC3M  1BD 
United  Kingdom 
Contact:  Gemma  Seymour 
Tel:  +44(0)20  7648  7127 
Email:  scheme@jkb.co.uk 


Scheme  Adviser 
PricewaterhouseCoopers  LLP 
7  More  London  Riverside 
London 
SE1  2RT 
United  Kingdom 

Contact:  James  Ferris  or  Madhavi  Velani 
Tel:  +44  (0)  20  7804  5779 
Email:  jkb@uk.pwc.com 
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NATIONAL  ROADS  DEVELOPMENT  AND  MAINTENANCE 
PROGRAMME  (NRDMP) 

*  \eJ  %  CIVIL  WORKS  FOR  THE  UPGRADING  OF 
TIRINYI-PALLISA-KUMI/PALLISA- 
f  JmVN  KAMONKOLI  ROADS 

r\7  tI 

specific  procurement  notice 


Invitation  for  Prequalification 

1 .  The  Government  of  Uganda  has  applied  for  a  Loan  from  the  Islamic 
Development  Bank  (IsDB)  toward  the  cost  of  the  National  Roads 
Development  and  Maintenance  Programme  (NRDMP)  and  it  intends 
to  apply  part  of  the  proceeds  of  this  loan  to  payments  under  the  contracts 
for  the  Upgrading  to  Bituminous  Standard  of  the  Tirinyi-  Pallisa- 
Kumi  Road  (67km)  and  Pallisa-Kamonkoli  Road  (44km)  from 
Gravel  to  Bituminous  Standard.  Disbursement  in  respect  of  any 
contracts  signed,  will  be  subject  to  approval  of  the  loan  by  the  Bank.  The 
Uganda  National  Roads  Authority  now  intends  to  prequalify  contractors 
and/or  firms  for: 

a)  Lot  1:  Upgrading  of  Tirinyi-Pallisa-Kumi  Road  (67km)- 
Procurement  No:  UNRA/WORKS/2013-14/00030/01/01  from  gravel 
to  class  II  bitumen  standard. 

The  Tirinyi-Pallisa-Kumi  Road  is  located  in  the  Eastern  part  of  Uganda  and 
traverses  three  already  established  districts  of  Pallisa,  Kumi  and  Budaka 
Districts  and  the  newly  approved  District  of  Kibuku  which  has  been  curved 
out  of  Pallisa  and  Budaka  Districts.  The  proposed  road  starts  from  Tirinyi 
on  Iganga-Mbale  highway  via  Oladot  ana  Mukongoro  trading  centres  and 
ends  in  Kumi.  The  proposed  road  traverses  Pallisa  and  Kumi  town  councils 
and  17  sub-counties.  From  Pallisa  Town  Council  the  road  branches  off  to 
Mbale  via  Kamonkoli. 

The  road  works  shall  comprise  upgrading  the  existing  Class  B  gravel  road  to 
Class  II  bitumen  standard  7.0m  wide  carriageway  and  1 ,5m  wide  shoulders 
on  either  side,  with  a  gravel  sub-base,  graded  crushed  stone  base  and 
double  bituminous  surface  treatment.  Also  to  be  included  are  the 
associated  drainage  and  ancillary  works  as  well  as  implementation  of 
environment  and  social  mitigation  measures. 

b)  Lot  2:  Upgrading  of  Pallisa-Kamonkoli  Road  (44km)  - 
Procurement  No:  UNRA/WORKS/2013-14/00030/01/02  from  gravel 
to  class  II  bitumen  standard. 

The  Pallisa-Kamonkoli  Road  is  also  located  in  the  Eastern  part  of  Uganda 
and  traverses  two  already  established  districts  of  Pallisa  and  Mbale.  The 
proposed  road  starts  from  Pallisa  on  Tirinyi-Kumi  road  via  Puti-Puti  and 
Iki-lki  trading  centres  and  ends  at  Kamonkoli  on  Jinja-Mbale  road. 

The  road  works  shall  comprise  upgrading  the  existing  Class  B  gravel  road  to 
Class  II  bitumen  standard  7.0m  wide  carriageway  and  1 ,5m  wide  shoulders 
on  either  side,  with  a  gravel  sub-base,  graded  crushed  stone  base  and 
double  bituminous  surface  treatment.  Also  to  be  included  are  the 
associated  drainage  and  ancillary  works  as  well  as  implementation  of 
environment  and  social  mitigation  measures. 

2.  It  is  expected  that  Invitations  for  Bid  (IFB)  will  be  made  in  September 
2014 

3.  Prequalification  will  be  conducted  through  prequalification  procedures 
specified  in  the  Bank's  Guidelines  for  Procurement  of  Goods  and 
Works  May  2009,  and  is  open  to  all  bidders  from  eligible  source  countries, 
as  defined  in  the  Guidelines 

4.  Interested  eligible  applicants  may  obtain  further  information  from  and 
inspect  the  Prequalification  Document  at  the  address  below  during 
working  hours  (0900  to  1700). 

A  complete  set  of  the  Prequalification  Document  in  the  English  language 
may  be  purchased  by  interested  applicants  through  submission  of  a  written 
application  to  the  address  below,  and  upon  payment  of  a  nonrefundable 

fee  of  UGX  50,000  (Uganda  Shillings  Fifty  Thousand  only)  or  in  USD 
20  (United  States  Dollars  Twenty  only).  The  method  of  payment  will  be 
cash  or  bank  certified  cheque.  The  document  will  be  sent  by  courier  upon 
payment  of  USD  50  (United  States  Dollars  Fifty  only)  for 
courier  services. 

5.  Applications  for  Prequalification  should  be  submitted  in  sealed 
envelopes,  delivered  to  the  address  below  before  or  on  29th  August  2014 
at  11:00  am,  and  be  clearly  marked  "Application  to  Prequalify  for 
Upgrading  of  Tirinyi-Pallisa-Kumi  Road  (67km);  Procurement  No: 
UNRA/WORKS/2013-14/00030/01/01  and/or  Upgrading  of 
Pallisa-Kamonkoli  Road  (44km);  Procurement  No: 
UNRA/WORKS/2013-14/00030/01/02  whichever  is  applicable. 

The  Head, 

Procurement  and  Disposal  Unit, 

Uganda  National  Roads  Authority, 

Plot  5,  Lourdel  Road,  Nakasero, 

P.O.  Box  28487, 

Kampala,  Uganda 

Tel:  256-312-233100/256  414  318000 
Fax:  256  414  232807/347616 
Email:  procurement@unra.go.ug 

EXECUTIVE  DIRECTOR 
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Economic  data 


%  change  on  year  ago 

Gross  domestic  product 

latest  atr*  2014' 

Industrial 

production 

latest 

Consumer  prices 

latest  2014' 

Unemployment 
rate, % 

Current-account  balance 

latest  12  %  of  GDP 

months,  $bn  2014' 

Budget 

balance 

%  of  GDP 
2014' 

Interest 
rates, % 

10-year  gov’t 
bonds,  latest 

Currency  units,  per  $ 

Jul2nd  year  ago 

United  States 

+1.5  Ql 

-2.9 

+2.1 

+4.3  May 

+2.1  May 

+1.9 

6.3  May 

-405.9  Qi 

-2.3 

-2.8 

2.63 

- 

- 

China 

+7.4  Ql 

+5.7 

+7.3 

+8.8  May 

+2.5  May 

+2.3 

4.1  Qis 

+142.3  Qi 

+1.8 

-2.2 

3.8655 

6.21 

6.13 

Japan 

+3.0  Ql 

+6.7 

+1.5 

+0.8  May 

+3.7  May 

+2.7 

3.5  May 

+2.7  Apr 

+0.2 

-8.0 

0.56 

102 

100 

Britain 

+3.0  Ql 

+3.3 

+3.1 

+2.9  Apr 

+1.5  May 

+1.7 

6.6  Mar** 

-117.7  Qi 

-4.0 

-4.9 

2.92 

0.58 

0.66 

Canada 

+2.2  Ql 

+1.2 

+2.3 

+3.9  Apr 

+2.3  May 

+1.9 

7.0  May 

-54.8  Ql 

-2.7 

-2.6 

2.32 

1.07 

1.05 

Euro  area 

+0.9  Ql 

+0.8 

+1.1 

+1.4  Apr 

+0.5  Jun 

+0.7 

11.6  May 

+329.6  Apr 

+2.5 

-2.6 

1.29 

0.73 

0.77 

Austria 

+0.3  Ql 

-2.5 

+1.4 

+0.4  Apr 

+1.8  May 

+1.7 

4.7  May 

+8.8  Qi 

+2.9 

-2.8 

1.60 

0.73 

0.77 

Belgium 

+1.2  Ql 

+1.5 

+1.3 

+8.1  Apr 

+0.3  Jun 

+0.9 

8.5  May 

-5.4  Mar 

-0.6 

-2.5 

1.72 

0.73 

0.77 

France 

+0.7  Ql 

+0.2 

+0.7 

-2.0  Apr 

+0.7  May 

+0.8 

10.1  May 

-33.5  Apr 

-1.3 

-3.9 

1.64 

0.73 

0.77 

Germany 

+2.3  Ql 

+3.3 

+2.1 

+1.9  Apr 

+1.0  Jun 

+1.0 

6.7  Jun 

+280.8  Apr 

+7.0 

+0.5 

1.29 

0.73 

0.77 

Greece 

-0.9  Ql 

na 

+0.3 

-2.2  Apr 

-2.0  May 

-0.8 

26.8  Mar 

+3.2  Apr 

+0.9 

-11.5 

5.96 

0.73 

0.77 

Italy 

-0.5  Ql 

-0.5 

+0.2 

+1.6  Apr 

+0.3  Jun 

+0.5 

12.6  May 

+30.5  Apr 

+1.2 

-3.0 

2.91 

0.73 

0.77 

Netherlands 

nil  Ql 

-2.4 

+0.4 

+2.1  Apr 

+0.8  May 

+0.8 

8.6  May 

+86.3  Qi 

+9.9 

-2.8 

1.48 

0.73 

0.77 

Spain 

+0.6  Ql 

+1.5 

+1.0 

-2.0  Apr 

+0.1  Jun 

+0.1 

25.1  May 

+4.3  Apr 

+1.1 

-5.8 

2.67 

0.73 

0.77 

Czech  Republic  +2.9  qi 

+3.2 

+2.4 

+7.7  Apr 

+0.4  May 

+1.1 

7.5  May5 

+0.2  Qi 

-0.7 

-1.6 

1.54 

20.1 

20.0 

Denmark 

+1.3  Ql 

+3.4 

+1.4 

-2.1  Apr 

+0.5  May 

+0.9 

5.0  May 

+24.8  Apr 

+6.6 

-1.5 

1.66 

5.46 

5.72 

Hungary 

+3.5  Ql 

+4.5 

+2.5 

+9.9  Apr 

-0.1  May 

+0.7 

8.0  May5'' 

+4.7  Ql 

+1.7 

-3.0 

4.35 

228 

225 

Norway 

+3.9  Ql 

+1.3 

+2.4 

-1.0  Apr 

+1.8  May 

+2.0 

3.3  Apr** 

+60.7  Ql 

+13.1 

+12.2 

2.48 

6.17 

6.08 

Poland 

+3.4  Ql 

na 

+3.1 

+4.5  May 

+0.2  May 

+0.9 

12.5  May5 

-4.4  Apr 

-1.6 

-3.5 

3.48 

3.04 

3.33 

Russia 

+0.9  Ql 

na 

+0.5 

+2.8  May 

+7.6  May 

+6.0 

4.9  May5 

+36.2  Qi 

+1.3 

-0.4 

8.53 

34.3 

33.1 

Sweden 

+1.8  Ql 

-0.3 

+2.4 

+0.6  Apr 

-0.2  May 

+0.2 

8.0  May5 

+36.2  Qi 

+6.3 

-2.1 

1.71 

6.71 

6.67 

Switzerland 

+2.0  Ql 

+1.9 

+2.0 

+0.5  Ql 

+0.2  May 

+0.2 

3.2  May 

+105.4  Qi 

+12.2 

+0.3 

0.71 

0.89 

0.95 

Turkey 

+4.3  Ql 

na 

+3.0 

+4.5  Apr 

+9.7  May 

+8.9 

9.7  Mart 

-56.8  Apr 

-5.9 

-2.6 

8.90 

2.13 

1.93 

Australia 

+3.5  Ql 

+4.5 

+3.0 

+5.7  Ql 

+2.9  Ql 

+2.7 

5.8  May 

-40.9  Qi 

-2.1 

-1.2 

3.56 

1.06 

1.09 

Honq  Konq 

+2.5  Ql 

+1.0 

+2.9 

+2.1  Ql 

+3.7  May 

+3.6 

3.1  May** 

+4.5  Ql 

+2.9 

+1.3 

2.11 

7.75 

7.75 

India 

+4.6  Ql 

+8.0 

+6.0 

+3.4  Apr 

+8.3  May 

+8.2 

8.8  2013 

-32.4  Qi 

-2.6 

-5.2 

8.66 

59.7 

59.7 

Indonesia 

+5.2  Ql 

na 

+5.4 

+2.5  Apr 

+6.7  Jun 

+6.4 

5.7  Ql5 

-27.3  Qi 

-3.5 

-2.3 

na 

11,910 

9,933 

Malaysia 

+6.2  Ql 

na 

+5.7 

+4.2  Apr 

+3.2  May 

+3.2 

2.9  Apr5 

+14.3  Ql 

+6.4 

-4.0 

4.01 

3.20 

3.17 

Pakistan 

+6.1  2013** 

na 

+5.4 

+2.7  Apr 

+8.2  Jun 

+7.7 

6.2  2013 

-3.6  Ql 

-2.2 

-6.8 

12.96"' 

98.5 

99.7 

Singapore 

+4.9  Ql 

+2.3 

+4.2 

-2.4  May 

+2.7  May 

+2.2 

2.0  Ql 

+56.3  Qi 

+19.4 

+0.7 

2.27 

1.25 

1.27 

South  Korea 

+4.0  Ql 

+3.8 

+3.7 

-2.1  May 

+1.7  Jun 

+1.6 

3.6  May5 

+86.6  May 

+4.6 

+1.0 

3.11 

1,009 

1,134 

Taiwan 

+3.1  Ql 

+1.9 

+3.0 

+5.2  May 

+1.6  May 

+1.4 

4.0  May 

+61.9  Ql 

+12.0 

-2.1 

1.60 

29.9 

30.0 

Thailand 

-0.4  Ql 

-8.2 

+1.9 

-4.1  May 

+2.4  Jun 

+2.7 

0.9  May5 

+4.9  Qi 

+2.5 

-2.3 

3.52 

32.4 

31.0 

Argentina 

-0.2  Ql 

-3.2 

-1.0 

-4.9  May 

—  *** 

- 

7.1  Ql5 

-5.7  Ql 

-0.6 

-1.8 

na 

8.14 

5.39 

Brazil 

+1.9  Ql 

+0.7 

+1.8 

-3.1  May 

+6.4  May 

+6.5 

4.9  Apr5 

-81.9  May 

-3.7 

-3.7 

12.07 

2.22 

2.24 

Chile 

+2.6  Ql 

+3.0 

+3.4 

+3.4  May 

+4.7  May 

+4.0 

6.3  May5** 

-8.4  Ql 

-2.4 

-1.1 

4.78 

552 

503 

Colombia 

+6.4  Ql 

+9.7 

+4.6 

-2.0  Apr 

+2.9  May 

+2.9 

8.8  May5 

-13.2  Qi 

-3.5 

-1.0 

6.57 

1,857 

1,920 

Mexico 

+1.8  Ql 

+1.1 

+2.4 

-0.6  Apr 

+3.5  May 

+4.0 

5.0  May 

-23.3  Ql 

-1.5 

-3.6 

7.75 

13.0 

13.0 

Venezuela 

+1.0  Q4 

+3.6 

-2.5 

+0.8  Sep 

+60.9  May 

+64.4 

7.1  Apr5 

+6.9  Q3 

+1.4 

-12.1 

12.77 

10.6 

6.29 

Egypt 

+2.5  Ql 

na 

+1.8 

-2.3  Apr 

+8.2  May 

+9.9 

13.4  Ql5 

-1.9  Ql 

-2.3 

-12.2 

na 

7.15 

7.02 

Israel 

+3.4  Ql 

+2.7 

+3.1 

-1.9  Apr 

+1.0  May 

+1.2 

5.9  May 

+7.4  Ql 

+2.7 

-2.6 

2.85 

3.42 

3.64 

Saudi  Arabia 

+4.0  2013 

na 

+4.0 

na 

+2.7  May 

+2.9 

5.6  2013 

+134.3  Q4 

+11.8 

+2.2 

na 

3.75 

3.75 

South  Africa 

+1.6  Ql 

-0.6 

+2.3 

-1.5  Apr 

+6.6  May 

+5.9 

25.2  Qi5 

-19.0  Qi 

-5.5 

-4.3 

8.19 

10.7 

9.90  ' 

Source:  Haver  Analytics.  *%  change  on  previous  quarter,  annual  rate.  'T/ie  Economist  poll  or  Economist  Intelligence  Unit  estimate/forecast.  5Not  seasonally  adjusted.  'New  series.  **Year  ending  June.  "Latest  3 
months.  "3-month  moving  average.  M5-year  yield  ***Official  number  not  yet  proven  to  be  reliable;  The  State  Street  PriceStats  Inflation  Index,  May  41.74%;  year  ago  17.70%  "'Dollar-denominated  bonds. 
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Markets 


%  change  on 

Dec  31st  2013 


Index 
Jul 2nd 

one 

week 

in  local  in  $ 
currency  terms 

United  States  (DJIA) 

16,976.2 

+0.6 

+2.4 

+2.4 

China  (SSEA) 

2,156.3 

+1.7 

-2.6 

-5.1 

Japan  (Nikkei  225) 

15,370.0 

+0.7 

-5.7 

-2.6 

2ritain  (FTSE  100) 

6,816.4 

+1.2 

+1.0 

+4.7 

anada  (S&PTSX) 

15,209.8 

+1.6 

+11.7 

+11.2 

!  uro  area  (FTSE  Euro  100) 

1,062.1 

+0.2 

+4.1 

+3.2 

jro  area  (EURO  STOXX  50)  3,252.2 

nil 

+4.6 

+3.7 

ustria  (ATX) 

2,524.7 

+1.2 

-0.9 

-1.8 

elgium  (Bel  20) 

3,166.3 

+1.6 

+8.3 

+7.3 

-ance  (CAC  40) 

4,444.7 

-0.4 

+3.5 

+2.5 

ermany  (DAX)* 

9,911.3 

+0.4 

+3.8 

+2.8 

<  'eece  (Athex  Comp) 

1,247.9 

+1.8 

+7.3 

+6.4 

aly  (FTSE/MIB) 

21,678.6 

+1.0 

+14.3 

+13.3 

etherlands  (AEX) 

415.9 

+1.0 

+3.5 

+2.6 

’pain  (Madrid  SE) 

1,125.8 

+0.4 

+11.2 

+10.2 

Czech  Republic  (PX) 

997.3 

-1.0 

+0.8 

-0.3 

Denmark  (OMXCB) 

680.3 

+2.1 

+20.2 

+19.2 

Hungary  (BUX) 

18,539.5 

-1.9 

-0.1 

-5.7 

Norway  (OSEAX) 

695.9 

+0.7 

+15.4 

+13.5 

Poland  (WIG) 

51,191.1 

-1.7 

-0.2 

-0.9 

Russia  (RTS,  $  terms) 

1,390.5 

+0.5 

+0.7 

-3.6 

Sweden  (0MXS30) 

1,388.1 

+0.6 

+4.1 

-0.3 

Switzerland  (SMI) 

8,607.2 

+0.3 

+4.9 

+5.0 

Turkey  (BIST) 

76,831.8 

-2.7 

+13.3 

+14.3 

Australia  (All  Ord.) 

5,441.7 

+1.0 

+1.7 

+7.6 

Hong  Kong  (Hang  Seng) 

23,549.6 

+3.0 

+1.0 

+1.1 

India  (BSE) 

25,841.2 

+2.1 

+22.1 

+26.5 

Indonesia  (JSX) 

4,908.3 

+1.4 

+14.8 

+17.3 

Malaysia  (KLSE) 

1,886.8 

-0.1 

+1.1 

+3.3 

Pakistan  (KSE) 

29,676.8 

+2.4 

+17.5 

+25.4 

Singapore  (STI) 

3,263.9 

+0.1 

+3.0 

+4.3 

South  Korea  (KOSPI) 

2,015.3 

+1.7 

+0.2 

+4.8 

Taiwan  (TWI) 

9,485.0 

+2.6 

+10.1 

+9.9 

Thailand  (SET) 

1,491.8 

+1.6 

+14.9 

+16.6 

Argentina  (MERV) 

8,155.2 

+2.2 

+51.3 

+21.2 

Brazil  (BVSP) 

53,028.8 

-0.7 

+3.0 

+9.6 

Chile  (IGPA) 

18,940.9 

-0.3 

+3.9 

-1.1 

Colombia  (IGBC) 

14,122.8 

-0.6 

+8.0 

+12.4 

Mexico  (IPC) 

43,279.5 

+1.0 

+1.3 

+2.3 

Venezuela  (IBC) 

2,125.6 

-1.2 

-22.3 

na 

Egypt  (Case  30) 

8,142.3 

+0.7 

+20.0 

+16.7 

Israel  (TA-100) 

1,252.7 

+0.1 

+3.7 

+5.1 

Saudi  Arabia  (Tadawul) 

9,678.5 

+1.0 

+13.4 

+13.4 

South  Africa  (JSE  AS) 

51,883.7 

+3.0 

+12.2 

+9.4 

I  The  Economist  poll  of  forecasters,  July  averages  (previous  month's,  if  changed) 


Real  GDP,  %  change  Consumer  prices  Current  account 

Low/high  range  average  %  change  %  of  GDP 


2014 

2015 

2014 

2015 

2014 

2015 

2014 

2015 

Australia 

2. 7/3.4 

2.6/3. 2 

3.0  (2.8) 

2.9 

2.7  (2.8) 

2.6 

-2.1  (-2.5) 

-1.9  (-2.4) 

Belgium 

0.9/1. 5 

0.8/2. 0 

1.3  (1.2) 

1.5  (1,4). 

0.9  (1.1) 

1.3  (1.5) 

-0.6 

-0.3  (-0.1) 

Britain 

2. 8/3.4 

2. 3/3.0 

3.1  (3.0) 

2.7  (2.6) 

1.7  (1.8) 

1.9  (2.0) 

-4.0  (-3.7) 

-3.6  (-3.2) 

Canada 

2. 0/2. 6 

2. 2/3.1 

2.3 

2.6 

1.9  (1.6) 

2.0  (1.9) 

-2.7 

-2.4  (-2.3) 

France 

0. 5/0.9 

0.7/1. 8 

0.7  (0.8) 

1.3 

0.8  (0.9) 

1.1  (1.2) 

-1.3  (-1.4) 

-1.2  (-1.3) 

Germany 

1.8/2. 3 

1.5/2. 5 

2.1  (2.0) 

2.0 

1.0  (1.2) 

1.6  (1.7) 

7.0  (6.9) 

6.6  (6.5) 

Italy 

nil/ 0.5 

0.4/ 1.5 

0.2  (0.3) 

1.0 

0.5  (0.6) 

0.9  (1.0) 

1.2  (1.1) 

1.3  (1.2) 

Japan 

1. 1/2.2 

0.8/2. 5 

1.5  (1.4) 

1.3 

2.7  (2.6) 

1.8  (1.7) 

0.2  (0.3) 

0.5  (0.6) 

Netherlands 

nil/0.7 

1.1/1. 8 

0.4  (0.7) 

1.5  (1.4) 

0.8  (0.9) 

1.3 

9.9  (9.7) 

9.9  (9.8) 

Spain 

0.7/1. 3 

1. 0/2.0 

1.0  (0.9) 

1.5  (1.4) 

0.1  (0.2) 

0.7  (0.8) 

1.1  (1.5) 

1.3  (1.7) 

Sweden 

1. 5/2.8 

2. 1/3. 5 

2.4  (2.5) 

2.8 

0.2  (0.4) 

1.3  (1.5) 

6.3  (6.1) 

6.2  (6.1) 

Switzerland 

1.7/2. 3 

1. 8/2.8 

2.0 

2.2 

0.2 

0.8 

12.2  (11.8)  11.9  (11.6) 

United  States 

1.5/2. 6 

2.4/3. 5 

2.1  (2.4) 

3.0 

1.9  (1.8) 

2.1  (2.0) 

-2.3  (-2.1) 

-2.3  (-2.1) 

Euro  area 

0. 9/1.4 

1. 1/2.1 

1.1 

1.5 

0.7  (0.8) 

1.1  (1.2) 

2.5  (2.3) 

2.5  (2.4) 

Sources:  Bank  of  America,  BNP  Paribas,  Citigroup,  Commerzbank,  Decision  Economics,  Deutsche  Bank,  Economist  Intelligence 
Unit,  Goldman  Sachs,  HSBC  Securities,  ING,  JPMorgan  Chase,  KBC  Bank,  Morgan  Stanley,  RBC,  RBS,  Schroders,  Scotia  Capital, 
Socidte  Gdndrale,  Standard  Chartered,  UBS 


Other  markets 


%  change  on 
Dec  31st  2013 


Index  one  in  local  in  $ 
Jul2nd  week  currency  terms 


United  States  (S&P  500) 

1,974.6 

+0.8 

+6.8 

+6.8 

United  States  (NAScomp) 

4,457.7 

+1.8 

+6.7 

+6.7 

China  (SSEB,  $  terms) 

222.7 

+2.4 

-9.9 

-12.2 

Japan  (Topix) 

1,280.8 

+1.6 

-1.7 

+1.6 

Europe  (FTSEurofirst  300) 

1,385.1 

+1.0 

+5.2 

+4.3 

World,  dev'd  (MSCI) 

1,757.0 

+1.1 

+5.8 

+5.8 

Emerging  markets  (MSCI) 

1,060.6 

+1.8 

+5.8 

+5.8 

World,  all  (MSCI) 

432.2 

+1.2 

+5.8 

+5.8 

World  bonds  (Citigroup) 

947.7 

nil 

+4.5 

+4.5 

EMBI+  (JPMorgan) 

712.9 

-0.2 

+9.4 

+9.4 

Hedge  funds (HFRX) 

1,249.8s 

+0.4 

+2.0 

+2.0 

Volatility,  US  (VIX) 

10.8 

+11.6 

+13.7  (levels) 

CDSs,  Eur  (iTRAXX)* 

58.3 

+1.3 

-18.0 

-18.8 

CDSs,  N  Am  (CDX)f 

57.4 

+1.4 

-9.3 

-9.3 

Carbon  trading  (EU  ETS)  € 

6.1 

+6.3 

+21.7 

+20.6 

Sources:  Markit;  Thomson  Reuters.  ’Total  return  index. 
tCredit-default-swap  spreads,  basis  points.  5Jul  1st. 


Indicators  for  more  countries  and  additional 
series,  goto:  Economist.com/indicators 


The  Economist  commodity-price  index 

2005=100 


%  change  on 


Jun  24th 

Jul 1st* 

one 

month 

one 

year 

Dollar  Index 

All  Items 

170.3 

169.7 

-0.9 

-2.6 

Food 

193.0 

191.8 

-2.3 

-5.4 

Industrials 

Alt 

146.8 

146.7 

+1.2 

+1.6 

Nfa* 

150.1 

147.3 

+1.0 

-6.5 

Metals 

145.3 

146.5 

+1.2 

+5.6 

Sterling  Index 

All  items 

182.5 

180.1 

-3.2 

-13.7 

Euro  Index 

All  items 

155.8 

154.2 

-1.3 

-7.2 

Gold 

$  per  oz 

1,319.2 

1,329.0 

+6.8 

+6.4 

West  Texas  Intermediate 

$  per  barrel 

106.5 

105.3 

+2.5 

+5.8 

Sources:  Bloomberg;  CME  Group;  Cotlook;  Darmenn  &  Curl;  FT;  ICC0; 
ICO;  ISO;  Live  Rice  Index;  LME;  NZ  Wool  Services;  Thompson  Lloyd  & 
Ewart;  Thomson  Reuters;  Urner  Barry;  WSJ.  ’Provisional 
tNon-food  aqriculturals. 
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Felix  Dennis 


Felix  Dennis,  a  hedonist  and  media  magnate,  died  on  June  22nd  aged  67 


SOMEWHERE  in  the  hearts  of  all  self- 
made  wealthy  people,  said  Felix  Den¬ 
nis,  is  a  “sliver  of  razored  ice”.  He  liked  be¬ 
ing  rich,  and  liked  advising  people  about 
how  to  achieve  that  enviable  state.  But 
making  money,  and  then  yet  more  of  it, 
was  to  assuage  inner  demons,  not  to 
achieve  happiness.  Indeed  what  made 
him  happy  (and  that  only  occasionally,  he 
stressed)  were  modest  pleasures:  “Walking 
in  the  woods  alone,  or  deeply  ensconced 
in  composing  a  difficult  piece  of  verse,  or 
sitting  quietly  with  old  friends  over  a  bot¬ 
tle  of  wine,  or  feeding  a  stray  cat.” 

Fun  and  success,  however,  were  anoth¬ 
er  matter.  To  say  he  lived  high  on  the  hog 
would  be  an  understatement.  By  his  own 
estimate  he  spent  $ioom  on  drugs,  drink, 
women  and  high  living  in  just  one  decade. 
He  had  14  mistresses  on  his  personal  pay¬ 
roll  (“If  it  floats,  flies  or  fucks,”  he  once  said, 
it  was  better  to  rent  than  to  buy.) 

He  could  afford  either.  His  publishing 
empire,  by  his  death  worth  hundreds  of 
millions  of  pounds,  started  when  he 
turned  up  at  the  office  of  a  backstreet  rag 
called  “Oz”.  He  was  penniless,  having  sold 
his  drum  kit  to  pay  for  a  girlfriend’s  abor¬ 
tion.  Minds  met,  and  he  became  co-edi- 
tor-only  to  end  up  in  jail,  briefly,  on  an  ob¬ 
scenity  charge  when  the  “schoolkids” 
issue  featured  Rupert  Bear,  a  children’s 


comic-strip  character,  deflowering  “Gipsy 
Granny”.  The  judge  sniped  that  the  scruffy 
youngster  was  “very  much  less  intelligent” 
than  his  two  co-defendants. 

If  so,  it  did  not  hold  him  back.  His  pub¬ 
lishing  genius  lay  in  spotting  gaps  in  the 
market  and  launching  titles  to  fill  them. 
When  he  saw  youngsters  queuing  in  the 
street  in  Soho  at  9am  to  watch  Bruce  Lee 
films,  he  launched  “Kung-Fu  Monthly”,  fly¬ 
ing  to  Hong  Kong  to  interview  the  maestro, 
who  conveniently  then  died,  mysterious¬ 
ly:  the  media  blackout  which  followed 
made  his  material  sizzlingly  interesting. 

When  the  titles  flourished,  he  licensed 
them  in  other  countries,  or  sold  them  and 
started  new  ones.  His  later  successes  in¬ 
cluded  the  laddish  “Maxim”  and  “The 
Week”,  a  lively  digest  of  other  outlets’  con¬ 
tent.  Its  huge  success  in  America  confound¬ 
ed  cynics  who  thought  that  the  magazine 
market  there  was  moribund. 

He  was  no  great  editor  and  had  mostly 
no  interest  in  the  subjects  of  his  titles. 
Though  he  made  a  fortune  from  computer 
magazines,  he  abhorred  gadgets.  He  found 
management  boring  too,  revering  cash¬ 
flow,  but  boasting  that  he  could  not  read  a 
balance-sheet.  Why  bother,  when  you 
could  hire  people  who  could? 

The  secret  of  getting  rich,  he  reckoned, 
lay  in  using  other  people’s  talents-finding 


them,  nurturing  them,  rewarding  them, 
and  when  necessary  dispensing  with 
them.  On  top  of  that  you  needed  persis¬ 
tence,  practicality,  stinginess,  innovation, 
ruthlessness  and  fearlessness.  The  greatest 
hurdle  to  fortune  was  the  desire  for  safe- 
ty-as  addictive  as  his  beloved  crack  co¬ 
caine,  but  much  worse  for  you,  he  said. 

Biology  caught  up  with  him.  He  nearly 
died  from  Legionnaires’  disease,  which,  he 
wrote,  is  “especially  lethal  to  coked-up, 
overweight,  cigarette-smoking,  malt-whis¬ 
ky-swilling  idiots  with  too  much  money 
who  believe  they  are  built  of  titanium”. 
Having  survived  a  nurse  pouring  icy  water 
on  his  genitals  to  keep  him  from  falling  into 
a  coma,  he  eventually  resolved  to  ditch  the 
drugs  and  took  up  a  five-hour-a-day  poetry 
habit  instead. 

Rhyme  and  reason 

That  seemed  like  a  rich  man’s  folly  at  first. 
He  paid  his  publisher  to  produce  the  first 
volume  and  toured  the  country  by  helicop¬ 
ter  to  give  public  readings.  The  promise  of 
free  (and  rather  good)  wine  brought  punt¬ 
ers  flocking,  and  they  liked  what  they 
heard.  The  books  flew  off  the  shelves  just 
as  fast  as  the  magazines  did.  He  was  per¬ 
haps  not  Britain’s  greatest  living  poet,  but 
he  was  certainly  one  of  the  most  popular. 
At  their  best,  his  verse-ironic,  self-depreca¬ 
tory,  bleak  and  amusing  by  turns,  had  ech¬ 
oes  of  Kipling: 

They  tell  me  I’m  riddled  with  cancer 

So  I’m  planning  to  croak  with  elan 

If  you’ll  pass  the  cigars  and  decanter 

I’ll  be  dying  as  hard  as  I  can. 

He  had  other  projects  too,  notably  starting 
a  20,000  hectare  hardwood  forest  (im¬ 
modestly  named  the  Forest  of  Dennis) ‘on 
his  estate,  at  a  cost  of  £20001  ($340m).  By 
his  death,  more  than  1m  trees  were  plant¬ 
ed.  He  created  a  garden  of  heroes  there  too, 
featuring  life-size  bronze  statues  of,  among 
others  Bob  Dylan,  Stephen  Hawking, 
Charles  Darwin  (the  latter  astride  a  Gala¬ 
pagos  tortoise)  and  of  course  himself. 
Thrifty  to  a  fault  when  it  came  to  business 
expenses,  he  enjoyed  making  big,  capri¬ 
cious  donations  to  friends  in  need,  and  to 
good  causes.  He  once  sent  $50,000  to  a 
cricket  team  of  former  gang  members  from 
Los  Angeles,  to  help  them  tour  England. 
His  vocal  ambition  was  to  spend  his  mon¬ 
ey  before  he  died-which  was  impeded 
only  by  his  ability  to  make  more  of  it,  even 
during  his  final  illness,  of  throat  cancer. 

His  hippy  streak  could  be  deceptive. 
The  restlessness  was  matched  by  a  fiercely 
competitive  approach  to  everything  from 
collecting  to  conversation.  He  like  d  intima¬ 
cy  on  his  terms,  but  nobody  else’s.  He  had 
never  “properly  surrendered  to  love”;  for 
all  his  audacity  in  other  parts  of  life,  it 
would  require,  he  admitted,  a  particular 
kind  of  courage  which  he  lacked.  ■ 
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Learn  the  Inside  Secrets  of 
Professional  Photographers 
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your  skill  level,  these  24  engaging  lectures  allow  you  to  hone  your 
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19.  Advanced  Topics— Macro  Photography 
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